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BRANCH LOCATIONS

New York, New Jersey, and Pennsylvania

Colonial
Commercial
Corp.

Since 1920, The Ral Supply Group has
been the premier Plumbing, Heating. Air
Conditioning & Water Treatment whole-
saler in the Hudson Valley — bringing
innovative, state-of-the-art products to
the marketplace. Known for quality,
customer service and customer training
support, their tradition continues to this

UniversaL SuprLy Grour, INC,

Since 1940, Universal Supply Group.
Inc. has been dedicated to meeting
customers’ requirements and surpassing
their expectations. By offering the
best products, followed by continuous
support and after-sale service, Universal
remains the only name you need to
krnow for your HVAC needs.

AMERICAN/
UNIVERSAL

SUPPLY INC.

American Universal is the American
Standard HVAC distributor for both
Residential and Commercial equipment
{up to 25 tons) for Southern New York
State, Long Island and the Five
Boroughs. They are a jull service dis-
tributor offering all the products
required for installations and service.

day at their six locations and four hoaury
Hudson Valley showrooms.

COMPARISON OF FIVE-YEAR CUMULATIVE TOTAL RETURN*
AMONG COLONIAL COMMERCIAL CORP.,
NASDAQ MARKET INDEX AND RUSSELL 2000 INDEX
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* $100 invested on December 31, 2001 in stock or index including reinvestment of dividends. Fiscal
year ending December 31,

The annual changes for the five-year period are based on the assumption that $100 had been
invested on Decambear 31, 2001 and that all dividends were reinvested. The total cumulative dollar
returns shown on the graph represent the value that such investments would have had on December

31, 2008.
2001 2002 2003 2004 2005 2006
COLONIAL COMMERCIAL CORP.  100.00  0.14 12328 21233 28767 260.27
NASDAQ MARKET INDEX 10000 6975 10488 11370 11619 12812
RUSSELL 2000 INDEX 10000 7842 11400 13394 13840 16202
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Business Accomplishments

= Expanded our hydronic heating offerings by adding the Peerless boiler line in addition to
our Burnham, Munchkin and Crown bailer lines.

* Commenced selling appliances to retail dealers and organizations in the New York metropolitan
area and in portions of Connecticut, Delaware and Eastern Pennsylvania. Our initial product
offerings include Speed Queen washers and dryers and kitchen hoods manufactured by
Independent, Inc.

* Entered into a sales representative agreement with Fedders North America’s appliance division
to sell room air conditioning (RAC) units to retail dealers and organizations in the New York
metropolitan area, Eastern Pennsylvania and Southern Connecticut.

The year 2007 affords us many significant opportunities to continue our sales growth and increase our profitability.
First, we aim for increased sales through our broader hydronic offering, expanded appliance product lines and an
increase in market penetration of our heating and air conditioning equipment product line,

Secondly, we have new opportunities in selling higher energy efficient products. Consumers have experienced
substantial increases in all of their energy costs, including gas, electric and oil. These increases have caused HVAC
manufacturers to introduce several high-efficiency heating and air conditioning products to help offset some of these
increased energy costs. Similarly, commercial building owners, tenants, and school systems are also experiencing the
need to intelligently reduce their energy costs. We arc in an excellent position to satisly these user concerns by
providing a wide variety of energy saving products, energy saving control systems, contractor training, and technical sup-
port. We also expect to leverage these capabilities through the sale of low energy usage appliances as we continue to
expand our appliance product lines. We believe that the new construction market will remain weak, but expect that this
weakness will be offset by the sales of higher margin energy efficient heating, air conditioning, and appliances.

Thirdly, supplementing the demand for energy efficient products is the growing awareness of the benefits of improved
indoor air and water quality. We are one of the leading regional suppliers of these products and have been for several
years. We expect to continue this leadership through our quality vendor relationships, educational programs, and
competent sales and technical support personnel.

Lastly, we will continue to expand the sale and distribution of plumbing equipment, supplies and accessories to some
of our existing locations which presently do not sell or distribute these products.

We thank our stockholders for their patience through this difficult year and we are looking forward to continued
support from our stockholders, customers, employees and vendors,

April 2, 2007

MJ% Ml W

Michael Goldman William Pagano
Chairman of the Board Chief Executive Officer




Lettes To Ous Stoctboldons

2006 was a year of many changes for the Company. We expanded our business model to include sales
of appliances, changed our basic structure, and continued sales growth in spite of the unfavorable weather
conditions. The combination of the warmer winter, increased interest rate expense, a more competitive
marketplace, and a general slowing of the building economy resulted in decreased profits.

The following is a brief outline of our 2006 financial performance, structural changes, and business
accomplishments.

Financial Performance

¢ Our revenues increased by 7.2%, or $4,803,707, to $71,494,652 in 2006
from $66,690,945 in 2005.

¢ Qur gross profit increased by 5.9%, or $1,191,680, to $21,374,856 in 2006
from $20,183,176 in 2005,

* Our gross profit expressed as a percentage of sales decreased by 0.4% to 29.9% in 2006
compared to 30.3% in 2005.

* Our shareholder equity increased by 13.5%, or $835,954, to $7,009,521 in 2006
from $6,173,567 in 2005.

* Qur term loan was paid in full in 2006,

* Qur profit decreased by 64.4%, or $1,362,209, to $753,422 in 2006 from $2,115,631 in
2005. The decrease in profit for the year 2006 as it compares to 2005 reflects, among other
things, that $641,500 non-cash income was reported in 2005 related to a recalculation of the
future utilization of the Company’s federal income tax loss carryforward. No such non-cash
income was reported in 2006. Other non-cash charges in 2006 were $189,132 greater
than in 2005. Additionally, our interest expense in 2006 increased $310,331 over interest
expense in 2005.

Structural Changes
» Established Nominating and Compensation Committees constituting solely of
independent Directors.

* Adopted Charters for the Nominating and Compensation Committees as well as
an Amended and Restated Audit Committee Charter.

* Restated the Certificate of Incorporation to allow the Company to issue up to 10,000,000
shares of preferred stock in one or more series.

* Adopted a Stock Plan to enable the Company to issue additional shares of stock, options,
warrants, or other, as may be needed in the future to maintain and attract key personnel.

Stockholders letier continued. ..

Qur Vision

10 be the leading provider i the Northeasteni

United States of — quality residential and connmercial
hreading and aiv conditioning equipment and indoor air
guality products. energy saving direct digital climeate

coirrol systemms and premvium kitchen and bath

Jixtures and accessories.
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PARTI.

Item 1. Business

General

Colonial Commercial Corp. (“Colonial”) is a New York corporation which was
incorporated on October 28, 1964. Unless otherwise indicated, the term “Company” refers to
Colonial Commercial Corp. and its consolidated subsidiaries. The Company’s operations are
conducted through its wholly owned subsidiaries, Universal Supply Group, Inc. (“Universal™);
The RAL Supply Group, Inc. (“RAL”), and American/Universal Supply, Inc. (“American”). We
distribute heating, ventilating and air conditioning equipment (HVAC), parts and accessories,
climate control systems, appliances, and plumbing fixtures and supplies, primarily, in New
Jersey, New York and portlons of eastern Pennsylvania.

We supply the Amana air conditioning and heating equipment line in -New Jersey
(exclusive of Cape May and Cumberland counties) and lower portions of New York State. We
are also the non-exclusive supplier of the Goodman line of heating and air conditioning
equipment in substantially the same trading area. We distribute these products through eight
locations in New Jersey, seven locations in lower New York State and one location in Willow
Grove, Pennsylvania. Of these locations; two are used for warehousing purposes only.' In
addition, we distribute American Standard heating and air conditioning equipment, as well as
other heating and air conditioning accessories, in Elmsford and Hicksville, New York. We
utilize showrooms for the display and sale of kitchen and bathroom fixtures and accessories at
our locations in Fishkill, Middletown, New Windsor and Suffern, New York.

We have developed a specialty in the design and sale of energy conservation control
systems and the fabrication of customized UL listed control panels, and we also supply indoor air
quality components and systems. :

Our in-house staff provides technical assistance and training to customers. In some
cases, we also use vendors’ representatives and outside services. We do not install any
equipment or systems.

In September 2006 we began to distribute appliances, such as washers and dryers, to
appliance dealers pnmarlly in New York, New Jersey, and portions of Connectlcut Delaware
and Pennsylvania.

Our business is affected by significant outdoor temperature swings. Our sales typically
increase during peak heating’ and cooling demand periods. Demand relatéd to the residential
central air conditioning replacement market is highest in the second and third quarters, whlle
demand for heating equipment is usually highest in the fourth quarter. :

In 2006, 2005 and 2004, approximately 85% of our sales were for replacement and/or
renovation and the remaining 15% of sales were for new construction projects. In the same
years, respectively, sales consisted of approximately 40%, 40% and 42% HVAC equipment;
39%, 38% and 38% parts and accessories; and 16%, 16% and 15% climate control systems.

We own no patents and have no intellectual property rights or proprietary technology.

We carry general liability, comprehensive property damage, workers compensation and
product liability insurance in amounts that we consider adequate for our business. We maintain
$2,000,000 in the aggregate and $1,000,000 per occurrence general liability coverage, plus a
$15,000,000 umbrella policy.

No material regulatory requirements apply specifically to our business.




As of December 31, 2006, we had 154 non-union full-time employees. We believe that
our employee relations are satisfactory.

We have no foreign operations and operate only in one business segment.

Distribution, Customers and Suppliers

We stock inventory in all of our 17 locations. We deliver products to customers with our
fleet of 16 leased and 12 owned trucks and vans. We also make products available for pick-up at
our facilities.

We sell primarily to contractors who purchase and install equipment and systems for
residential, commercial and industrial users. We had approximately 6,000 customers in 2006.
No customer accounted for more than 2% of consolidated net sales in 2006. We believe that the
loss of any one customer would not have a material adverse effect on our business. We have no
long term agreement with any customer.

We deal with our customers on a purchase order by purchase order basis. We have no
assured stability i in our customer base.

We purchase inventory from our vendors and maintain this mventory in our warehouses
to meet purchasing requirements and ensure continuous availability of merchandise to satisfy our
customers’ needs. We occasionally accept the return of merchandise from the customer when
returned in unopened cartons, subject to a restocking fee. We do not normally provide extended
payment terms to customers. We have no material long term agreements with any supplier.

Certain of our supplier agreements limit the sale of competitive products in designated
markets that we serve.

In 2006, two suppliers accounted for 34% of our purchases. The loss of one or both of
these suppliers could have a material adverse effect on our business for at least a short-term
period. We believe that the loss of any one of our other suppliers would not have a material
adverse effect on our business. .

Competition

We compete with a number of distributors, national chains and national home centers,
and also -with several air conditioning and heating equipment manufacturers that distribute a
significant portion of their products through their own distribution organizations. There is no
single manufacturer, distributor or national chain or home center that dominates our market.
Competition is based on product availability, customer service, price and quality. We work to
maintain a competitive edge by providing in-house training, technical sales support to our
customers and by employing experienced personnel at our point-of-sale locations.




Item 1A. Risk Factors

The following important factors could adversely impact our business.
Our business is significantly impacted by changes in general and local economic conditions.

Our business is substantially affected by changes in general economic factors outside of
our control, such as:

a. employment levels and job growth;
b. population growth;

housing demand or modernization of existing homes;

o

e

consumer confidence (which can be substantially affected by external conditions,
including international hostilities involving the United States); and

e. the availability of financing for homeowners and homebuyers.
We may lose business to competitors and may otherwise be unable to favorably compete.

See “Business-Competition” section above. Several of the companies that compete with
the Company have substantially- greater financial and other resources. No assurance can be
given that the Company will continue to be able to respond effectively to competitive pressures.
Increased competition by existing and future competitors could result in reductions in sales,
prices, volumes and gross margins that could materially adversely affect the Company’s
business, financial condition and results of operations. Furthermore, the Company’s success
depends, in part, on its ability to gain market share from competitors. :

We are dependent on third party suppliers to deliver equipment parts and accessories to us for
resale to contractors.

We have no long term contracts with our suppliers. We are at risk that our suppliers may
cease making their products available to us on acceptable terms or at all. The loss of one or both
of our two major suppliers could have a material adverse effect on our business.

We are dependent upon uninterrupted delivery of products.

QOur Company depends upon transportation of products from our suppliers and to our
customers. Any interruption or cessation of the transportation of these products by national or
regional stoppages, fuel shortages, or other, will significantly impair the Company’s ability to do
business. :

Our business may be negatively impacted by inventory losses or obsolescence.

Our businesses depend on providing current products in good condition from our
inventory to the customer. Although we believe that we carry adequate insurance to protect
ourselves from significant product losses, any uninsured loss of inventory, damages to inventory,
or theft of inventory could have a significant impact on our profitability. Alternatively, in the
event that we are unable to sell our inventory in a timely manner, the unsold product may
become obsolete and unsaleable and cause us to incur significant financial losses.



We could incur substantial losses in the event there are sudden changes in demand for our
products.

A significant sudden increase in the demand for the Company’s products could result in a
short-term increase in the cost of inventory purchases, while a significant decrease in demand
could result in an increase in the amount of excess inventory quantities on-hand. Additionally,
the Company’s estimates of future product demand may prove to be inaccurate. In any of these
cases, the Company may have understated or overstated the write-down required for excess and
obsolete inventory or otherwise incur additional financial losses.

Qur business is largely dependent upon seasonal weather variability.

A major portion of our business is the distribution of heating, ventilating and air
conditioning products. The sale of these products is heavily influenced by temperature extremes
and any major shift in the variation of the climate may have a significant adverse impact on our
business.

The Company’s financial leverage may result in a negative impact upon our ability. to do
business.

Our Company is financially leveraged. Our leverage may place burdens on our ability to
comply with the terms of our,indebtedness, may restrict our ability to pay certain term loans, and
further restrict our ability to operate and fulfill our financial obligations. The amount of our debt
could have significant consequences. As an example, it could limit our ability to obtain future
financing for working capital, capital expenditures, debt service requirements, acquisitions, or
other needs. It requires us to dedicate a substantial portion of our cash flow from operations to
the payment of our debt and reduces our ability to use cash for other purposes. It has a negative
impact on our flexibility in planning or reacting to business changes.” It increases our
vulnerability to any downturn in our business or to a significant rise in interest rates and may
place us at a competitive disadvantage with our competitors who are not in such a leveraged
position. :

Our ability to meet our debt service and other obligations depends upon our future
performance. Our earnings vary based upon all the conditions described herein and, hence, our
ability to pay our obligations is affected accordingly.

We may be unable to renew our credit line at the expiration of its term or obtain a
reasonable alternate form of financing which would have a significant impact on the continuation
of the operation of our business.

Since our debt accrues interest at a floating rate, extended periods of high interest rates
could affect the viability of our business.

Our Company’s business is dependent upon the creditworthiness of our contractor customers.

Our Company would be significantly negatively impacted in the event our contractor
customers are unable to pay their obligations to us. This may occur if the economy or housing
market slows, unemployment rises, interest rates increase dramatically, a natural disaster occurs
within our region, or an act of terror substantially stops our economy from operating for a
significant period of time. If these contractors are unable to pay their accounts with us, the resuit
would be that we would be unable to pay our lending institutions and vendors, substantially
impacting our ability to operate.




We could incur substantia! losses for asbestos-based claims.

See Item 3, Legal Proceedings for a potential material and adverse effect to us if we are
held liable for substantial asbestos claims against a predecessor of one of our subsidiaries,
indemnitors.fail to honor their indemnification agreements and insurance policies are held not to
cover these liabilities.

Our ability to operate our Company effectively could be impaired if we faur to attract and
retam key personnel.

Although Wllllam I’agano, a Director and Chief Executive Officer, Wllllam ‘Salek, Chief
Financial Officer and Secretary and Bernard Ko, a current non-executive employee, former
Director and former Chief Executive Officer, have entered into employment agreements with us
that expire in 2010, 2007 and 2010, respectively, our ability to-operate our businesses and
implement our strategies will depend upon our ability to attract and retain other qualified
personnel.

Our ability to operaie our business effectively could be impaired if we are unable to extend the
leases for our locations. . . C ‘

‘We leasé 17 locations with approximately 323,000 square feet for showrooms, counter
sales and warehousing. We own no real estate. Our leases expire at various times between
August 31, 2007 and November-30, 2016. Our business will be negatively impacted if we are
unable to extend our existing leases at reasonable rates and we are unable to lease alternative
space on acceptable terms.

Item 2. Properties

Our principal executive offices are located at 275 Wagaraw Road, Hawthorne, New
Jersey 07506 and are consolidated with the admmlstratlve offices of our sub51d1ary, Universal
Supply Group, Inc.

The Company maintains 16 combination sales and warehouse locations in Hawthorne,
Bogota, Augusta, North Brunswick, Cedar Knolls, Wharton and Westville, New Jersey; Willow
Grove, Pennsylvama Elmsford, Hicksville, Middletown, Fishkill, New Windsor, Pceksklll
Poughkeepsie and Suffern, New York. Additionally, the Company maintains two separate
warehouse locations in Cedar Knolls, New Jersey and New Hampton New York. These
locations consist of approximately 323,000 square feet under leases expiring between 2007 and
2016 with current aggregate annual rents of approximately $2,744,513.° In addition, the
Company has a month-to-month lease for a portion of the New Windsor, New York location,
consisting of 11,000 square feet, for $2,500 per month.

The premises located at Middletown, Fishkill, New Windsor and Suffern, New York also
include showrooms of kitchen and bathroom fixtures and accessories.

Our premises are suitable and adequate for their intended use and are adequately covered
by insurance. As of December 31, 2006, we leased all our facilities.




Item 3. Legal Proceedings

Universal Supply Group; Inc. is a New York corporation (“Universal”). On June 25,
1999, Universal acquired substantially all of the assets of Universal Supply Group, Inc., a New
Jersey corporation, including its name, pursuant to the terms of a purchase agreement. The
Company filed a copy of the purchase agreement with the Securities and Exchange Commission
on March 30, 1999 as Exhibit 10(g) on Form 10KSB, and the Company filed a copy of an
amendment to the purchase agreement on July 9, 1999 as Exhibit 10(a)(ii} on Form 8- K.
Subsequent to the sale, Universal Supply Group, Inc. (the selling corporation) formerly known as
Universal Engineering Co., Inc., changed its name to Hilco, Inc. Hilco, Inc. acquired-the assets
of Amber Supply Co., Inc. formerly known as Amber Qil Burmer Supply Co., Inc., in 1998,
prior to Hilco’s sale of assets to Univeisal. Hilco, Inc. is hereinafter referred to as the
“Predecessor.” The majority shareholders of Hilco, Inc. were John A. Hildebrandt and Paul
Hildebrandt. a

The Company understands that Predecessor and many other companies have been sued in
the Superior Court of New Jersey (Middlesex County) by plaintiffs filing lawsuits alleging injury
due to asbestos. Currently, there exist 93 plaintiffs in these lawsuits relating to alleged sales of
asbestos products, or products.containing asbestos, by the Predecessp_r. The Company never sold
any asbestos related products.

Of the existing plamtlffs, seven filed actions in 2006 15 filed actions in 2005 44 filed
actions in 2004, 24 filed actions in 2003, and three filed actions in 2002. There are 108 other
plaintiffs that have had their actions dismissed and eight other plaintiffs that have settled-as of
December 31, 2006 for a total of $3,313,000. There has been no judgment against the
Predecessor.

Our Umversal subsidiary was named by 24 plaintiffs; of these, two filed actions in 1999,
one filed an action in 2000, five filed actions in 2001, eleven filed actions in 2005 and five filed
actions in 2006. Six plaintiffs naming Universal have had their actions dismissed and, of the total
$3,313,000 of settled actions, two plaintiffs naming Universal have settled for $26,500. No
money was paid by Universal in connection with any settlement. Following these dismissed and
settled actions, there currently exist 16 plaintiffs that iame Universal.

As set forth in more detail below, the Company has been indemnified against asbestos-
based claims, and insurance companies are defending the interests of the Predecessor and the
Company in these cases. : . '

+

Based on advice of counsel, the Company believes that none of the litigation that was
brought against the Company’s Universal subsidiary through December 31, 2006 is material, and
that the only material litigation that was brought against Predecessor through that date was
Rhodes v. A.O. Smith Corporation, filed on April 26, 2004 in the Superior Court of New Jersey,
Law Division, Middlesex County, Docket Number MID-L-2979-04AS. The Company was
advised that the Rhodes case was settled for 53,250,000 (“Settlement”) under an agreement
reached in connection with a $10,000,000 jury verdict that was rendered on August 5, 2005. The
Company was not a defendant in the Rhodes case.

On April 29, 2005, prior to the Rhodes case trial, the Predecessor filed a third party
complaint against Sid Harvey Industries (“Third Party Complaint”) in an action demanding
contributor payment in connection with the Settlement. Sid Harvey Industriecs moved
successfully for summary judgment. The Predecessor filed an appeal as to the dismissal of
Predecessor’s Third Party Complaint. In a decision dated December 29, 2006, the Superior
Court of New Jersey, Appellate Division, reversed the dismissal of Predecessor’s Third Party
Complaint and remanded the matter for further proceedings as to Predecessor’s claim for
contribution.

7



The Company believes that Rhodes differed from the other lawsuits in that plaintiff
established that he contracted mesothelioma as a result of his occupatronal exposure to asbestos
dust and fibers and that a predecessor of the Company was a major suppller of the asbestos
containing products that allegedly caused hlS drsease

o
PP g'»“,.

Indemnification e L R D A SRR

' John A. Hildebrandt,”  Paul’ Hildebrandt and the Predecessor have Jomtly and severally
agreed to indemnify our Umversal subs1d1ary from and against any and all damages, liabilities
and claims due to exposure to asbestos at any time pnor to, the June 25, 1999 closmg of the
purchase agreement referred to earher These agreements are set forth m ‘the’ purchase
agreement. Paui Hildebrandt, one of the mdemmtors was a Dlrector of the Company from
September 29, 2004 to Januzry 28, 2005, R e

The indemnitors may use their own counsel to defend these claims. The mdemmtors are
not llable for any settlernent effected w1thout their consent The 1ndemn1tors may ‘séttle and pay
money clainis without thé consent of the’ Company "There is no mdernnlﬁcatron uriless’ cialms
aggregate $50,000; once this trigger point is reached, indémnification is reqiiired ‘for all c]alms,
including the first $50,000, but excluding claims of less than $10,000. The indemnification
requrrement survives at least until 30 days after the runnmg of any I relevant statutes of llmltatlon

'
v,

. The obligation of the indemnitors is _]omt and' several; so that the Company can have
recourse against any one or moré of these indemnitors, whether or not-any-other indemnitor has
previously defaulted on its: obligation to.us. There are no. other limitations- to our rights’to
indemnification.. R Pevann T T TR B A
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Insurance ‘ . N

The assets that the Predecessor sold to us mcluded its insurance polrc1es and other '
agreements and contracts. The policies ‘provide coverage:for: hablllty accruing during: the periods
for which premiums were paid. The Predecessor was formed in 1940. Copies of policies are
available for each year beginning in 1970 and ending with the closing under the purchase

agreement in 1999. Copies of policies for the period from 1940 to 1969 are not available.

Insurance companies acknowledge coverage for potential asbestos claims under certain of
these policies. Insurance companies under additional policies have reserved their right to deny
coverage but have continued to defend and indemnify the Predecessor and the Company under
the contested policies.

There are periods during the years from 1940 to 1999 in which our Predecessor did not
have coverage for potential asbestos claims. Subject to litigation, insurance companies may
maintain that the existence of these periods’ results in coverage for only a portion of a particular
injury that varies with the period during which there was asbestos coverage relating to the injury,
and that the balance of any settlement or judgment is to be paid by the insured. To date, no
insurance company has claimed any contribution for a gap in coverage except for a claim for
$159.64 made by one insurance company to the Predecessor in 1995. The Predecessor asserted
that it had no obligation to pay this amount and did not make any payment.

Insurance companies have to date defended us and the Predecessor, and have paid all
settlement amounts and defense costs. Except for $159.64 referred to above, the insurance
companies have not requested any payments from us or from the Predecessor.

Our Universal subsidiary has not engaged in the sale of asbestos products since its
formation in 1997. Its product liability policies for all years since 1998 exclude asbestos claims.



General' : Loy . - .

) Regardless of mdemmﬁcatton and ifisurance coverage ‘wé do not in any event consrder
our Company to be liable for thie’ asbestos-based lawsuits that name us or for any other claim that
arises as a result of actions or omissions by Predecessor companies. We expressly disclaimed the
assumption of any liabilities when we purchased the assets of the Predecessor. It is our opinion
that the existing asbestos litigation will not have a material adverse effect on the Company.
Nevertheless we could be matenallv and adversely affected if we are held liable for substantla]
asbestos clatms or if the’ Company incurs substantial legal or settlement costs. This material and
adverse eﬂ'ect would occur if mdernmtors fail to honor their mdemmﬁcatlon agreements and
msurance lS ‘not available elther because pohcy limits are exceeded or because insurance
companies successfully ciaim limitations on their liabilities by reason of gaps in coverage or
otherw1se

.. " Since we do not regard as hkely the potentlal payment of any asbestos-based claim, we
have not accrued any balance for any perlod relating to asbestos clalms, and we have not
recorded any ¢ amount for asbestos claims for any penod in any of our ﬁnanc1a1 statements.

Other Litigation A

" The Company is involved in' othér litigation incidental to the operation of its business.
The Company vigorously defends all matters in which the Company or its subsidiaries are named
defendants and, for insurable losses, maintains significant levels of insurance to protect against
adverse judgments,. claims or assessments:” Although the adequacy of. existing insurance
coverage or the outcome of any legal proceedings cannot be predicted with certainty, the
Company does not believe the ultimate liability associated with any claims or litigation will have

. a material impact to its financial condition or results of operations.

Item 4. éubiﬁisston df Matters to 2 Vote of Security Holders '

~None.:» . : T ) .
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PART 1

Item S. Market for the Registrant’s Common. Stock, Convertible Preferred Stock and
Related Stockholder Matters . - -

(a) Price Range of Common Stock and Convertible Preferred Stock

From July 11, 2002 through March 30, 2004, the Company’s common stock was traded
on the Over the Counter (OTC) — Pink Sheets market. Commencing March 31, 2004, the
Company’s common stock and convertible preferred stock were traded on the Over the Counter
(OTC)-Bulletin Board market. The following table sets forth the quarterly high and low bid
prices during 2006 and 2005. The quotations set forth below represent inter-dealer quotations,
which exclude retail markups, markdowns and commissions and do not necessarily reflect actual
transactions. o

Common Stock Convertible Preferred Stock
First Quarter C $2.38" $1.95 $2.40 $1.79
Second Quarter . 3.00 2.10 2.85 2.10
Third Quarter 2.50 1.85 230 2.00
Fourth Quarter 235 (70 240 180

Common Stock : . Convertible Preferred Stock
First Quarter _ $ 1.65 - '$1.40 0§ 168 - $ 148
Second Quarter 1.66 1.35 1.60 1.32
Third Quarter * : 2.70 ' ‘150 2.75 , 1.46
Fourth Quarter s 200 - 255 _ 1.85

8 !

(b) Approximate number of common and convertible préfei'red stockholders:

. : - Approximate Number of Record Holders
4 . . ] " ’

“Title of Class o : + (As of March 1, 2007)
Common stock par value $.05 per share : : 293
Convertible preferred stock par value $.05 per share S 851
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(¢) Dividends ,

{ - .The Company does not.contemplate common stock dividend payments in the hear future

and 1s restricted from paying any dividends under its credit facility: -

- - ~

(d) Securities Authorized for Issuance Under Equity Compensation Plans

.. The following table sets forth as of December 31, 2006 certain information regarding the
securities authorized for issuance under the 1996 Stock Incentive Plan and the Colonial
Commermal Corp 2006 Stock Plan, as'of December 31, 2006 - : :

E(IU.!W Compensation Plan Informatlon

k.

N

Number of - .
s%?g;‘::‘;o Weighted- Number of
libon exercise average securities
" P of -exercise price remaining
; outstanding of available for
options & outstanding future issuance
| Warfants e;n d options, under equity
rights warrants and compensation
8 rights plans
1996 Stock Incentive Plan; )
Equit)'( compensation plans approved by security holders 74,000 b 0.25 0
o _ N o
Equity compensation plans not approved by security holders 0 $ 0.00 0
Colonial Commercial“Com. 2006 Stock Plan;
Equity compensation plans approved by security holders 100,000 b 1.85 s 900,000
Equity compensation plans not approved by security holders 0 $ 0.00 0
Total 174,000 h 1.17 ‘ . 900,000

In June 1996, the Company adopted the 1996 Stock Option Plan (the *1996. Plan”) to
grant options to key employees and other persons who render service (non employee) to the
Company. The plan expired on December 31, 2005. * U

At December 31, 2006, a total of 74,000 options were outstanding under the Company’s
1996 Stock Option Plan, which have expiration dates ranging from 2009 to 2013.

On September 29, 2006, the Company adopted the Colonial Commercial Corp. 2006
Stock Plan, (the “2006 Plan”). The 2006 Plan enables the Company to grant equity and equity-
linked awards to our Directors, officers, employees and other persons who provide services to
the Company: = The 2006 Plan is intended to allow us to provide incentives that will (1)
strengthen the desire of highly competent persons to provide services to us and (2) further
stimulate their efforts on our behalf.

On December 6, 2006, {(the “Grant Date™), 100,000 options, having ;an expiration date in
2016, were granted under the Company’s 2006 Plan, of which 40,000 options vested and became
exercisable immediately and 20,000 options vest.and become exercisable on each of the first
three anniversaries of the Grant Date. As of December 31, 2006 all 100,000 options were
outstanding. On January 22, 2007, Phillip Siegel resigned as a Director and his 15,000 options
that would have vested on each of the first three anniversaries of the Grant Date were forfeited
and he has sixty days from the date of his resignation to exercise his 10,000 vested options.
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Item 6. Selected Financial Data

- 2006

2005

Years Ended December 31

2004 2003

2002

Sales” ‘g 71494652 5 66690945 $ 61454128 § 44,671,136 $ 36,998,800

Operating income 1,954,732 2,400,424 1.717.812 1,296,597 226,567

Inéome (loss) ffom confinuing operations 753422 ¥ 2115631 Y 166L156 1,320,363 (106,310)

Incotne from operations of oo

discontinued segment - - - - 3.300,695 (1)
- Nét incdme * bR : § 3,104,385

e ,l.‘--‘. . St . - . ’ . " , . \.‘ . 1,‘
Income (loss) per common share;; - , | e - 5 L ~
- , .
PR PR e ' 1 T - 7
Basic: o ' v -
[P AR T P T U < P R oo
Continuing operations#... iy . . $ 16 % - wL49 0§+ . 049§ 1 67 8 (0.07)
o S T L NIRRT N : e Ao 20 . PO
Income on discontinued operation 3 T S -, 3 -, .3 2.06
(L v + 1 LT . 1)
'Net income pet commoi share - | -§ . - 16 - § 49 - % 49 . 0§ .- 67. §  1.99
, IETA '
Diluted:

P S . e - L] - .o .

R PURPEA y . e T v i aM e o M g “
Continuing operations 3 14 $ A0 $ 36 5 38 7% 0.07)
Income on discontinued operation $ - b - $ -.. 3 ew $ .. 206
Net income per common share ™ £ 40§ - .40-7'8 36+ 8 38 " § 1.99
+ e ; ' i L4 . ' f [ . - - ]

! (T - Lo ' . " o o 2 h
r:' s ! ! 4 ' '.‘- PR IS TR L L B A A
N M - A BT 4 J! Voa o o :;i"" Crle -
1 i “ ' ¢ . e - .
- N [ . ' ; re 1 viE P
e i - - : o ' "':: -
' Vs . © . " Ly TR L, -
| e, ! L N + - H N AL .‘ - i
.3 LRI W ;> VL [ [T [ & IRV 1} il
phei [ n o 2t N i 'aa
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December 31

2006 2005 2004 2003 2002
Total assets $ 28,775,115 | § 27,537.375  §,24,515,258 $ 20,618,987 $ 13,686,842
Current liabilities
Borrowings under credit facility 13,615,696 11,745,985 12,325,209 12,232,030 (1) 1‘0,350,889 ()
Other 6,832,504 8,216,989 6,617,377 7,089,276 (2) 3,953,063 (2)
Long-term liabilities, less current
obligations 1,317,394 1,400,834 1,398,774 326,700 64,775

(1) The amounts shown in the table as “Borrowings under Credit Facility,” as of December
31, 2003 and December 31, 2002, includes $2,500,000 which Colonial Commercial Corp.
and Universal agreed to pay to their lending bank in consideration of the bank releasing
Colonial Commercial Corp. and Universal from their guarantees to the bank of an

~ additional $3,300,695 of Atlantic Hardware & Supply Corporation’s (“Atlantic™) line of
credit. Atlantic, a wholly owned subsidiary of the Company, is a discontinued operation
with no assets. The release from the $3,300,695 of the guarantee resulted in the
recognition of income from discontinued operations in 2002.

(2) Amount includes $219,007 of contingent liabilities of Atlantic. This liability was settled
in June 2004.

Item 7. Management’s Discussion and Analysis of Financial Condition and Results of
Operations o ‘

Forward-Looking Statements

The following material contains forward-looking statements relating to such matters as
anticipated financial performance and business prospects. When used in this Report, the words
“anticipates,” “expects,” “believes,” “may,” “intends” and similar expressions are intended to be
among the statements that identify forward-looking statements. From time to time, the Company
may also publish forward-looking statements. The Private Securities Litigation Reform Act of
1995 provides a safe harbor for forward-looking statements. Forward-looking statements
involve risks and uncertainties, including, but not limited to, the consummation of certain events
referred to in this report, the availability of financing, technological changes, competitive factors,
maintaining customer and vendor relationships, inventory obsolescence and availability, and
other risks detailed in the Company’s periodic filings with the Securities and Exchange
Commission, which could cause the Company’s actual results and experience to differ matenally
from the anticipated results or other expectations expressed in the Company’s forward-looking
statements.

13




Critical Accounting Policies L s

The accountmg pohues below are critical to the Company s business operatlons “and the
understanding of results of operatlons The Company s 'discussion and analysis of its financial
condition and results of operations ‘are based upon the Company s consolidated ﬁnanc1a]
stateménts, which have been prepared in accordance with accountmg prmcrples genera}ly
accepted in the United States. The preparatlon of these financial' statements requires the
Company to” make estimates and assumptions that affect the reported amounts of assets and
llabrlltles, disclosure of contingent assets and liabilities as the date of the consolidated financial
$tatements and the reported amount of revenue and expenses during’the reporting penod The
Company bases its estimates on historical experience and on various other factors that are
believed to be reasonable.under the circumstances, the results of which form the basis for making
judgments about the carrying values of asset and liabilities that arenot readily apparent from
other sources. Actual results may. dlffer from these.estimates under different assumptlons or
conditions. C - . . P '

Revenue for the Company pnmanly con51sts of sales of heéating, ventilation and air
condltlonmg equipment, climate control systems and plumbing fixtures- and supplres The
Company recognizes revenue after it receives a purchase order with a fixed determinable pnce
from the customer and shlpment of products has occurred m accordance wrth the shlppmg terms

....

except for returns of defective products from the Company § ‘customers, which are covered under
the manufacturer $ warrant) The Company will receive a vendor credit from the. manufacturer

related ‘to the ‘warranted product in questron at which time credlts are issued to the customer.
The Comipany does not provide a warranty on products sold; rather the warranty is provrded by

[

the manufacturer. *.. <. . . ! e T Cae ot

- The ‘Company maintains an allowance. for doubtful accounts. for estimated losses
resulting from the inability of its customers''to make required payments. The Company
establishes and monitors the allowance for'doubtful accounts based on the credit risk of specific
customers, customer concentrations, historical trends and other information. The Company had
accounts receivable of $9,281,344 and an allowance for doubtful accounts.of $212,043 as of
December 31, 2006. Although the Company. believes-its allowance is sufficient, if the financial
condition of the Company’s customers were to deteriorate, resulting in an- impairment of. their
ability to make payments, additional allowances would be required.

The Company writes down its inventories.for estimated. s]ow movmg and obsolete goods
in accordance with the .Jower of cost or market value, based upon assumptions about future
demand and market conditions. A significant sudden increase-in- the demand for the Company’s
products could result .in a short-term increase in the cost of inventory purchases, while a
significant decrease in demand could result in an.increase in the amount of excess inventory
quantities on-hand. Additionally, the Company’s estimates of future product demand may prove
to be inaccurate, in which case the' Company may have understated -Or overstated the write-down

required for excess and obsolete inventory.., © - S . . ‘

¢ : ! v
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Under Statement of Financial Accounting Standards No. 142, goodwill is reviewed at
least annually for impairment. In assessing the recoverability of the Company’s goodwnl] the
Company must make’ assumptlons regardmg estimated future cash ﬂows and other factors to
determine the fair value of the respective assets and liabilities of the reporting unit. Upon
adoption and again as a result of the Company s annual impairment test, there was no indication
of impairment for goodwill acquired in prior business combinations. If the Company’s estimates
or its related assumptions change in the future, the Company may be required to record
1mpaument charges related to its goodw1ll Goodwill and other intangible assets amounting to
$1, 628 133 and $3,500 at December 31, 2006 respecnvely, consist of assets ansmg from
acqu1s1t10ns

The Company has accounted for, and currently accounts for, income taxes in‘accordance
with Statement 109 “Accounting for .Income Taxes.” This statement establislies - financial
accounting and reporting standards for the effects of income taxes that result from an enterprise’s
activities during the current and preceding years. It requires an asset and liability approach for
financial accounting and reporting of income taxes. The realization of future tax benefits of
deductible temporary differences and operating loss or tax credit carryforwards will depend on
whether the Company will have sufficient taxable income of an appropriate character within the
carryback and carryforward period permitted by the tax law to allow for utilization of the
deductible amounts and carryforwards. Without sufficient taxable income to offset the deductible
amounts and carryforwards, the related tax benefits will expire unused. The Company evaluates
both positive'and negative evidence in making a determination as to whether it is more likely
than not that all or some portion of the deferred tax asset will not be realized. As of December
31, 2'0_06,'the Company had a deferred tax valuation allowance of approximately $9,000,000. '

Comparison of Year Ended December 31, 2006 with Year Ended December 31, 2005

Sales increased by 7.2%, or $4,803,707, to $71,494,652 for the year ended December 31,
2006 from $66,690,945 for the same period in 2005. The increase in sales is primarily a result of
increased market penetration at two of the Company’s subsidiaries, an increase in general
industry pricing, and increased sales of additional hydronic heating product lines. The increases
in these areas were offset by weaknesses in sales of heating equipment, parts and. accessories
related to an unusually warm Novcmber and December, as well as weaknesses in sales of
commercialicontrol systems. . C ¥ - : .

Gross profit increased by 5.9%, or $1,191,680, to $21,374,856 for the year ended
December 31, 2006 from $20,183,176 for the same period in 2005. Gross profit expressed as a
percentage ‘of sales decreased by 0.4% to 29.9% in 2006 compared to 30.3% for the comparable
period in 2005. The lower gross profit expressed as a percentage of sales was caused by a
decrease in sales of parts for heating,systems due to-a warmer November and December. The
sale of parts usually commands higher margins than equipment sales. Cost of sales excludes the
distribution' costs of incoming freight, purchasing, receiving, inspection, warehousing and
handling costs, as these costs are .included in our selling, general and administrative expenses:
Our gross margins may not be comparable to those of other entities since some entities include
these distribution costs in the cost of sales. These distribution costs were $431,780 and $421,248
for the years ended December 31, 2006 and 2005, respectively.
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Operating income decreased by 18.6%, or $445,692, to $1,954,732 for the year ended
December 31, 2006 from $2,400,424 for the same period in 2005. This percentage decréase ‘in
operating income reflects th effect of the difference between the increase in gross profit of 5.9%
compared to the increase in selling, general and administrative expenses of 9.2%. 'The increase
in selling, general and administrative expenses was $1,637,372 to $19,420,124 for the year ended
December 31, 2006 from $17,782,752 for the same period in 2005. This was caused.by
increased expenses for additional personnel to improve customer service, and added cost for
increased health insurance, gasohne, utility . expenses and decreasmg sales in our heating
replacement parts and cornmercial control systems business. Staffing costs increased by
$802,077, while costs for truckmg, fuel, and facilities mcreased by $197,670..

Other income increased by 1.9%, or $5,269, to $277 866 for the year ended December
31, 2006 from $272,597 for the same period in 2005. This increase is pnmanly the result of an
increase in service. charge‘, collected from customers’ past due invoices in the year ended
December 31, 2006. Interest expense, net increased by 29.7%, or $310,331, to $1,354,785 for
the year ended December 31, 2006 from $1,044,454 for the same period in 2005 The interest
expense increase is the result of increasing interest rates and increased borrowings under the
credit line to support: higher inventory levels and -accounts receivable related to increased sales
and higher inventory levels.” The fevolving crédit line bears interest’ at’.25% below prime rate,
which was 8.0% at Deceniber 31, 2006 compared to 7.25% at December 31, 2005: As a result,
pre tax income decreased by 46.1%, or $750,754, to $877 813 for the year ended December 31,
2006 from $1,628,567 for the same penod ih 2005. . o

The Company’ 3 net 1ncorne decreased by 64.4%, or $1,362,209, to $753, 422 for the year
ended December 31, 2006, compared to net income of $2,115,631 for the same period in 2005.
This decrease in net income was caused by the decrease in pre-tax income of $750,754, as stated
above, in addition to the cffect of the inclusion of a deferred tax benefit in the year ended
December 31, 2005 in the amount of $641,500 with no benefit recognized in the year ended
December 31, 2006. In 2005, “the tax benefit resulted from extending the tax benefit calculation
from a two year earnings pro_|ectron toa three year earnrngs prolectlon due to 1mproved eammgs
predlctabllrty

Comparlson of Year Ended December 31, 2005 wrth Year Ended December 31, 2004

The Company’s net income increased 27.4% to-$2;115,631 for the year ended December
31, 2005, compared to net mcome of $1,661,156 for the'samé period in 2004.’

L]

. Sales increased 8.5% to 366,690,945 for the year ended Decembcr 31, 2005 from
$61,454,128 for the same period in 2004. The increase in sales is prrmanly a result of increased
market penetration at two of the Company ] subsrdranes an increase in general 1ndustry pricing,
above average temperatures during the summer cooling season, and a continuing strong demand
for re51dent1al and light commercial HVAC products and plumbing ﬁxtures and supplies.

Gross profit increased 9.8% to $20,183,176 for the year ended December 31, 2005 from
$18,384,147 for the same period in 2004. The increase in gross profit is primarily the result of
the mentioned increases in sales, and the Company’s improved ability to purchase products at
more favorable pricing. Gross profit expressed as a percentage of sales increased to 30.3% in
2005 compared to 29.9% for the comparable period in 2004. Cost of sales excludes the
distribution costs of incoming freight, purchasmg, receiving, inspection, warehousing and
handling costs, as these costs are included in our selling, general and administrative expenses.
Our gross margins may not be comparable to those of other entities since some entities include
these distribution costs in the cost of sales. These distribution costs were $421,248 and $325,109
for the years ended December 31, 2005 and 2004, respectively.
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-, - Selling, general and administrative expenses and cost of operations increased 6.7% to
$17,782,752 for the year ended December 31, 2005 from $16,666,335 for the same period in
2004. This increase is primarily-a result of costs associated with the increased sales growth,
increased utility and fuel costs, general cost increases, increased accounting fees, and an increase
of certain vdriablé €xpense’ items based on sales, such as salaries, commrssrons, marketing
expenses and vehicle costs... -; - : SRR S

Other income decreased by $47,762 to $272,597 fot'the year ended December 31; 2005
from $320,359 for the same’ penod in 2004. This decrease is pnmanly the result of a $58,000
gain from the settlement of a contingent liability of a discontinued operatlon recognized in 2004
with no such gain in 2005, partially offset by a $15,994 intrease in'service charges’ collected for
the year.ended December 31,2005. . b

, Interest expense net’ mcreac'.ed 19.3% to $1,044,454 for the” year ended December 31
2005 from $875 683 for the same period in 2004. This increase is pnmanly the resuit of erght
increases in prime rate, raising the rate from 5. 25% on December 31, 2004 to'7_25% on
December31 3005 ' e S

, Income tax beneﬁt decreased by Sll 604 to a net ‘tax beneﬁt of $487 064 for the year
ended December 31, 2005 from a $498,668 net tax benefit for the same period in 2004. In
accordance with FASB Statement Number 109, the Company recorded a deferred tax benefit of
$641,500 for the'year ended December 31, 2005 in-order to recognize the expected utilization of
available operating loss carryforwards, compared to $645,600 in the year ended, December 31,
2004. In addition, the Company recorded a state tax provision of $170,675 for the year ended
December 31, 2005 compared to $1?7 932 for the year ended December 31, 2004 '

ngurdlg[ and Capltal Resources . o Co ' )
CredltFacrllg IR : ' T o SR

.+ The Company has a total secured loan facrllty of $15, 000 000 pursuant to a credtt and
securlty agreement (“Agreement "} with Wells Fargo Busmess Credit, Inc. (“Wells™) consisting
of a revolving line of credit including a $2,000,000 two-year term loan. Final payment of the
term loan was made in July of 2006. The revolving credit line bears interest at .25% below
prime, and the term loan bore interest at .50% above prime. On May 11, 2006 the Company
received a $500,000 overadvance, payable in equal installments of $12, 500 each business day
commencing July 11, 2006. The.overadvance was paid in full on September 3, 2006, Effective
June 23, 2006, the Agreement was amended to extend the maturity date from August 1, 2009 to
August 1, 2010, The facility consists of a $15,000,000 revolving line of credit which expires on
August 1, 2010, The Company has standby letters of credit, which expire on July 31, 2007 and
September 1, 2007, that reduce the credit facility by $300, 000 and $100, 000, respectively, and
additional’ reserves determined by the bank that reduce -the credit facrllty by $100,000.
Availability under the revolvmg ‘credit line is determined by a percentage of available dsséts as
defined in the Agreement, less letters of credit and reserves, and was $142,216 as of December
31, 2006.. 'The balance outstanding under the revolving line of credit was.$13,615,696-as:of
December 31, 2006. The interest rate on the revolving credlt facility, as of December 31, 2006
wasSO% C : S . ' ‘

r
- .

L i
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Substantially all of the assets of the Company, as well as a pledge of the stock of Colonial
Commercial Corp.’s operating subsidiaries, collateralize the loans. The facility contains
covenants relating to the financial condition of the Company, its business operations, and
restricts’ the payment of dividends, subordinated debt, purchase of securities, and capital
expenditures. The Company must maintain a tangible net worth of approximately $3.8 million
for the fiscal year ending Diecember 31, 2006. In addition, the Company is required to maintain
certain levels of net income and cash flows, as defined in the agreement. All loans are due on
demand by the bank, and accordingly, have been classified as current liabilities. In the event that
Mr. Pagano no longer performs the duties of the President of Universal or the Vice President of
RAL or American for any reason other than death or disability, the Company will be considered
in default of its credit agreement with Wells Fargo. Business Credit, Inc. unless a waiver is
obtained.

The Company believes that the credit facility is sufficient to finance its current 6perating
needs. However, the business of thé Company would be materially and adversely affected if the
bank demands payment of the loan and the Company is unable to refinance the loan.

As of December 31, 2006, the Company had $482,251 in cash comp'ared with $613,456
at December 31, 2005.

Net cash used in operating activities was $1,409,274 for the year ended December 31,
2006. The net cash used in operating activities for the 2006 period is primarily a result of net
income of $753,422 and non-cash charges of $768,545, offset by cash used in operating assets
and liabilities of $2,931,241. The increase in accounts receivable of $701,615 was a direct
correlation to the increase in sales compared to the prior year. Accounts payable decreased by
$1,272,786 as a reflection of the reduced purchase requirements for the warmer months of
November and December and $400,000 additional cash that became available as a result of the
final payment of the term loan in July of 2006.

Cash flows used in investing activities were $450,129 during the year ended December
31, 2006 due to $300,504 in purchases of equipment and $149,625 in the purchase of Speed
Queen assets from Goldman Associates of NY, Inc.

Cash flows provided by financing activities of $1,728,198 consisted of $2,432,688 in
borrowings under the credit facility-revolving credit, $500,000 in borrowings under the credit
facility-overadvance, $8,000 received from the exercise of stock options and $13,073 from the
issuance of notes payable. Cash flows used in financing activities consisted of $562,977 for
repayments under the credit facility-term loan, $500,000 repayments under the credit facility-
overadvance and $162,586 for repayments on notes payable.

Equity Transactions ‘ ,

During the year ended December 31, 2006, the Company issued 32,000 shares of
common stock pursuant to the exercise of stock options. On April 3, 2006, Ronald H. Miller
obtained 12,000 shares of common stock, by exercising 12,000 outstanding stock options. Mr.
Miller is a Director of the Company. On April 17, 2006, Jack Rose obtained 12,000 shares of
common stock, by exercising 12,000 outstanding stock options. Mr. Rose was a Director of the
Company at the time of the transaction. On May 16, 2006, a non-executive employee of the
Company obtained 4,000 shares of common stock by exercising 4,000 outstanding stock options.
On May 31, 2006, a non-executive employee of the Company obtained 4,000 shares of common
stock by exercising 4,000 outstanding stock options.
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The Company’s reports on Form 8-K and Form 8-K/A filed on April 21,2006 and April
25, 2006, respectively, refer to sales of common stock by former Directors of .the Company to
two current Directors-and other investors. Concurrently with these transactions, Messrs. Bernard
Korn, William Koon, Jack Rose and Carl Sussman resigned as Directors of. the Company, and
Mr. Kom aiso resigned as Chief Executive Officer and Chairman of the Board. :

" During the yéar ended December 31, 2006, holders of a total of 17,221 shares of
redeemable convertible preferred stock converted these shares into'17,221 shares of Common
Stock. As of December 31, 2006, the nuinber of convertible preferred shares outstanding was
467,500, As a result of this reduction in the number of outstanding shares of convertible
preferred stock, commencing at the 2006 annual meeting of stockholders, the holders of common
and convertible preferred stock vote together as one class to elect one class of Dlrectors

Contractual Obllgatlons
Sy a, . . ] . TS "

The following table represents certam contractual commltments assocxated w1th operatmg
agreements, obligations to financial institutions and other long-term debt obhgatlons as of
December 31 2006

P

r ) : HE TR t

Payment Due by Period (in thousands) o

| | o Total -} IYear © 23 Years ' . 4-51.Y'eérs o 5-."1’ears
Q-Pe:retinglee;es_~ - s 13;,2138_ S 3288-- S 452 $2679 .. $ 2947
(fompbnsation agreements -"-2,5}60 ". . 770 N ) .‘"’ 1__1,090 . o {6(.)0 -
Notes payable 1,454 137 T3 - 6 .
Notes payable interest ‘- . :[‘._214 '_* 127 r87.'_ 2 . . -
Line of credit 13,616 13,616 : S - E -
Lineof credit interest " . 1,0é9 - 1,089~ : ‘ k ':“ R ' n "
Towls - § 2271 $19027 ©  $7012°  C $3285  $2947

? LI

Notes payable carry a fixed interest percentage rate per annum, with the exception of a
$750,000 note that accrues interest at the prime rate. ‘“Notes: payable interest” in the table
assumes an average annual prime rate of 8.25%. The prime rate as of December 31, 2006 was
8.25%. See Note 6 Notes Payable, of the Financial Statements for the terms of these notes.

+ “Line of- credlt” in the table is shown as a Jess than one year obligation because the
lending bank may demand payment at any time. The line of credit consists of a revolvmg credit
line that bearSvmterest at .25% below prime. “Line of credit interest” in the table assumes that
the pnncxpal amount outstanding on the line is paid in full on December 31, 2007, that the
principal amount to be repaid on that date will be $13,616, 000, (which is the pnncrpal amount
that was outstandmg on December 31, 2006) and assumes that the average prime rate will be
8.25% in 2007. The prime rate was 8.25% as of December 31, '2006. See Note 5, Financing
Arrangements, of the Financial Statements for the terms of the line of credlt Ce
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Impact of Inflation and Seascnality ' ‘.

To date, inflation has had a minor impact on the Company’s operations causing limited
price increases in certain product lines. The Company’s business is affected by significant
outdoor temperature swings,  Demand related to the ‘résidential central air conditioning
replacement market is highest in t'he' second and 7_th'ilr'd quarters with demand for heating
eq'uipmept usually highest .i'n the fOlll:tH quarter. - ‘ ' '

Item 7A. Quantitative and Qualitative Disclosures About Market Risk

I

Market risk represents the risk of changes in value of a financial inistr iment, derivative
or non-derivative, ¢aused by fluctuations in interest rates, foreign exchange rates and equity
prices. The Company has no financial instruments that give it €xposure to foreign exchange rate
or equity price risk. .

The Company’s pre-tax earnings and cash flows are exposed to changes in interest rates
as all borrowings under its credit facility bear interest based on the'prime rate less :25%, and the
$750,000 note to Goldman Associates of NY, Inc. bears interest at the prime rate. A
hypothetical 10% adverse change in such rates would reduce the pre-tax earnings and cash flow
for the year ended December 31, 2006 by approximately $115,113 over a one-year period,
assuming the borrowing level remains consistent with the outstanding borrowings as of
December 31, 2006. The fair value of the borrowings under the credit facility is not affected by
changes in market intérest rates. . ' o

The Company’s remaining interest-bedring obligations are at fixed rates of.interest and
as such do not expose pre-tax earnings and cash flows to changes in market interest rates. The
change in fair value of the Company’s fixed rate obligations resulting from a hypothetical 10%
adverse change in interest rates would not be material.

B I

Item 8. Financial Statements and Supplementary Data

The consolidated financial statements of the Company, together with the Report of
Independent Régistered Public Accounting Firm thereon of Weiser LLP, appear’ herein. ‘See
Index to Consolidatéd Financial Statements, appearing on page F-1.

Item 9. Changes In and Disagreements With Accountants on Accounting and Financial -
Disclosure

R

None ., p e _ . L

Item 9A." Controls and Procedures =~ L

Evaluation of Disclosure Controls and Procedures . . S

An evaluation has been carried out-urider the supervision and withi the participation of our
management, including our "Chief Executive Officer and Chief Financial Officer, of the
effectiveness of the design and the operation of our "disclosure controls and procedures” (as such
term is defined in Rule 13a-15(¢) under the Securities Exchange Act of 1934) as of December
31, 2006 (“Evaluation Date”). Based on such evaluation, our Chief Executive Officer and Chief
Financial Officer have concluded that, as of ‘the Evaluation Date, the disclosure controls and
procedures are reasonably designed and effective to ensure that (i) information required to be
disclosed by us in the reports we file or submit under the Securities Exchange Act of 1934 is
recorded, processed, summarized and reported within the time periods specified in the SEC's
rules and forms, and (ii) such information is accumulated and communicated to our management,
including our Chief Executive Officer and Chief Financial Officer, as appropriate to allow timely
decisions regarding required disclosure.
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PART 111

Item 10. Directors, Executive Officers and Corporate Governance

The names, ages and positions of the Registrant’s Directors and ‘executive officers are
listed below, along with a brief account of their business experience during the last five years.
Officers are appointed annually by the Board of Directors at its ﬁrst meeting following the
Annual Meeting of Stockholders and from time to time at the pleasure of the Board. There are
no family relationships among these Directors and officers, except for Melissa: Goldman-
Williams, who is the daughter of Michael Goldman, nor any arrangements or understandings
between any Directors or officers and any other person pursuant to ivhich any of such officers
were selected as executive officers. o

Name Age Position with the Company

Directors and Executive Officers: - "

E. Bruce Fredrikson , 68  Director, Chairman of Audit Committee
Mélissa Goldman-Williams | 38 Director

Mié:hael Goldman 68  Director, Chairman of the Board

Stuart H. Lubow . 49  Director, Chairman of Nominating Committee
Ronald H. Miller | 63 l).iréétor - | o

William Pagano 67 ’Directof and Chic’;f Executive Officer of the

Company and Presidént of Universal

William Salek ' - 45  Chief Financial Officer ahd Secretary of the
o Company and Vice President of Universal

Dr. E. Bruce Fredrikson

Dr. E. Bruce Fredrikson has been a Director of the Company since January 28, 2005. Dr.
Fredrikson is currently an independent consultant in corporate finance and governance. He is
Professor of Finance, Emeritus, at Syracuse University's Martin J. Whitman School of
Management where he taught from 1966 until his retirement in May 2003. He is a director of
Consumer Portfolio Services, Inc., a consumer finance company and of Track Data Corporation,
a financial services company. Dr. Fredrikson holds an A.B. in economics from Princeton
University and a M.B.A. in accounting and a Ph.D. in finance from Columbia University.

Melissa Goldman-Williams -

Melissa Goldman-Williams has been a Director of the Company since October 22, 2004,
Mrs. Goldman-Williams has been the Chief Operating Officer of Goldman Associates of NY,
Inc., an appliance distributor, since 1996, and is also a member of the Board of Directors of said
company. Mrs. Goldman-Williams holds a B.A. from Lehigh University and a Masters Degree
in Environmental Management from Duke University. Previously, she was employed as an
Environmental Consultant for a private consulting firm.
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Michael Goldman TR

‘Michael Goldman has been a Director of the Company since September” 29, 2004 and
was -appointed Chairman of the Board on:April-17; 2006. Mr. Goldman has: been the Chief
Executive Officer and Chairman of the Board of Directors of Goldman 'Associates'of NY; Inc.,
an appliance distributor, since 1987. Mr. Goldman is a Certified Public- Accountant and holds a
B.S. 1in: Accountlng from Brook]yn College and an - MBA in Management from. Syracuse
University. - ’ . ! WL . 0.

Stuart H. Lubow '

Stuart H. Lubow became a Director of the Company on-May 11, 2006. Mr. Lubow is a
founder, President and Chief Executive Officer of Community National Bank. Mr. Lubow was
founder, President and Chief Executive Officer of Community State Bank from 1997 to 2003
and was the Executive Vice President and Chief Operating Officer of Garden State Bank until
1996. Mr. Lubow has been a banking executive for over 25 years.. He is a past Chairman of the
Community Bankers Association of New Jersey, as'well as the former Chairman. of the Teaneck
Development Corporation. Mr. Lubow holds a B.A:-in Accounting from Moravian College and
has served-as an instructor at the New York Umver31ty School of Contmumg Educatlon

Ronald H. Mlller o o : . - 't..l

Ronald H. Miller has been a Dlrector of the Company since 1983 Mr. Mlller holds a
B.S. in Education from Ohio State Umversuy and a J.D, from Ohio State Umversrty Mr. Miller
has been engaged in the practice of law since 1969 and as a sole practttloner since 1988 Mr
Miller is an acting Judge of Auglaize County Mumetpal Court in the State of Oh10 '

»

William Pagano ‘

William Pagano has been the President of Umversa} since November 1998 -and was
appointed as a Director of the Company in February 2002, as. President of the Company on
October 27, 2005, and as Chief Executive Officer-on April 17, 2006. Prior to November 1998
Mr. Pagano was engaged in ‘the practice of law for-20-.years. Mr. Pagano holds a'B.S. 'in
Industrial Management, and an M.B.A., both from Falrleigh Dickinson Umversxty Mr. Pagano
also holds a J.D. from Seton Hall Umvers1ty and i$ an attorney at law hcensed in the State of

*

New Jersey. T A
William Salek Lo : A P T

 William Salek has been the Vice-Presidént of Universal- since -June' 1999 ‘and - was
appointed as the Chief Financial Officer of the Company in October- 2004 and Secretary of the
Company.in February 2005. Mr. Salek has been employed by. Universal since 1983. Mr. Salek
holds a B.S. in Accounting from Clarion University. Mr.,Salek is a drreetor of Educattonal
Partnershtp for Instructing tohtldren Inc a non-proﬁt 1earn1ng 1nst1tute

U

'Comphance wnth Section 16(2) of the.Exchange Act ) R Co

The'Compary belicves that during the period from January L, 2006 through December
31, 2006, all executive officers, Directors and greater than 10% beneﬁcxal owners; comphed w1th
Section: 16(a) filing requlrements e JUSPLEE ot Y

Code of Ethics o e e .' - T
The Company has adopted a Code of EtthS that applles to all employees mcludmg all
employees of the Company’s subsidiaries, as well as each member of the Company s. Board of

Directors.
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Audit Committee . v

*+ " The Company has'a separately designated standing audit committee established in
accordance with.Section 3(a)(58)(A) of the Exchange Act. 7 Serving on the Committee are E.
Bruce Fredrikson and Ronald H. Miller. -Phillip Siegel served on the Committee prior to his
resignation as a Director on January 22, 2007.- The Board of Directors had determined that it has
two audit .committee financial experts serving on the Audit'Committee, Dr. Fredrikson and
Ronald H. Miller. Both Dr. Fredrikson and Mr. Miller are independent Directors as defined in
Item 7(d)(3)(iv) of Schedule 14A.

Item 11. Executive. Comgensation .
Compensatlon Dlscussron and Analysw "

Overview o o A ;
o+ This- compensatlon CllSCLlSSlO]‘l and- analySIS descrlbes and analyzes the material elements of
compensation awarded to, earned, by, or paid to each of our executive officers who served as
named executive officers during.the last:completed fiscal year. This compensation discussion
and analysis:focuses on the information:contained in the following tables and related: footnotes
and narrative for primarily the last completed fiscal year, but we also describe, compensatlon
actions taken before or after the last completed fiscal year to the extent 1t enhances the

understandmg of our executive. cornpensatlon disclosure.

Pnor to June 13, 2006 our Board of Dtrectors oversaw and admmtstered our executwe
compensatlon program. The compensatlon committee currently oversees the des1gn and
administration of our executive compensatlon program.

The principal elements of our executive compensation program are base salary, annual
incentive .compensation award, stock options and other benefits and perquisites. - "Our other
benefits.and perquisites consist of aiitomobile payments, related automobile costs, prescription
‘benefits and reimbursement’for Medicare payments. Qur philosophy is-to position the aggregate
of these elements at a level that i is commensurate with our size and sustamed performance.

Compensatlon Program Ob]ectlves an d Ph]losophy
The obJ ectives of our compensatlon program are to:

a. Attract, motivate and retain qualified and dedicated executive officers.

b.. Retain talented executivesiand motivate them to achieve busmess objectives that w111
. ‘enhance stockholder values | .. | Loty :

-

- '¢.” Provide our execut1ve ’of’ﬁcers with cash mcentwes to further the mterests of the
"~ Company and our stockholders .

Generally, the compensatlon of our executwe officers is composed of a base salary, an
annual incentive compensation award and equity awards in the form’ of ‘stock options. In setting
-base salaries, the Board generally reviewed (and going forward the compensation committee will
review) - the individual ;-.contributions of the particular executive. .. The annual incentive
compensation award for 2006 is determined by terms set forth in each executive officer’s
employment agreement. In addition, stock options may be granted to provide the opportumry for
long-term compensation based upon the perforrmnce of our stock over time.

 The' followmg is. the compensatlon commlttee s pollcy for persons who do not have
employment agreements withthe Company:
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The compensation committee is responsible for deterrmining the annual.salary and
incentive compensation awards, stock awards and other compensation of executive officers who
do not have employment agreements as well as stock awards and other compensatlon of
executive _officers who have employment agreements In" its’ delibérations regarding
compensatlon of executivé officers, the compensatron commlttee con81ders the followrng factors

a. Company performance both separately and i in relatlon to 81m11ar companles . .

b. The individual performance‘ experience and scope of responsrbﬂrtres of each executlve
officer; R EARI N H

c. Compensation and stock award information disclosed in the proxy statements of other
compames

LI oo AL R T ;\i Y !

d. Historical compensatlon levels and stock awards at the Company, e ey

e. The overall competrtrve environient for executlves and ‘the” level of compensatlon
necessary to attract and retain executive talent; and e

f. The recommendations of management.

Compensation Process

Prior to June 13, 2006 our Board approved the compensation of our named executive
officers, including’ the terms of théir-employment agreements. Going forward, for éach-of our
named executive officers, the compensation committee will, in accordance with the terms and
conditions of any then effective employment agreements, review and approve all elements of
compensation taking into consideration recommendations from our chief executive officer (for
compensation other than his own), as well as competitive market guidance provided at the
request of the compensation committee.

The Company’s compensation program for executives consists of three elements: , ...,
~a. base salaries _
b. performance-based annual incentive compensation awards
c. periodic grants of stock options
Base Salaries

. The salaries for the executive officers are des1gned to_ retain qualified and. dedicated
exccutrve officers. The compcnsatlon commitfee reviews salary recommendations made by the
Company’s Chief Executive Officer (other than for executive officers covered by employment
agreements), and evaluates individual responsibility levels, performance and length of service.

Annual Incentive Compensation Awards

"+ Annual incentive compensation awards provide the Company with’a means’ of rewarding
performance based upon theattainment of corporate profitability -during ‘the year. Mr. Pagario
and Mr. Salek, pursuant to their employment contracts, receive annual incentive compensation
awards based upon a percentage of earnings of the Company’s subsidiaries. Mr. Pagano and Mr.
Salek accrucd an incentive compensation. award of $260 109 and $30 958 respectlvely, for,the
year ended December 31, 2006, v e

StockOptron : S S S S

. Stock optlons may. be granted to ;provide the opportumty for long-term compensation
based upon the performance of our stock over time. During 2006, no stock options were granted
to the Company’s employees, or the executive officers.
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- Emplovee Benefit-and Health Plans Ce

The Company has a 401(k) plan, whlch covers bubstantlally all employees. Part1c1pants in’the
plan may contrlbute a percentage of compensatlon but not in excéss of the maximum allowed
under the Internal Revenue Code. The plan prov1des for matchlng contributions up to'a
maximun of 3% of employees’ quall fied wages.

The Company makes available life and health insurance for full time emplo')'/ces Both the
Company and the employees contribute to the payment of this plan in accordance with a

published schedule as described in the Company’s employment manual. R
Summary Compensation Table » *'. - e E S

The following table sets forth information about compensation paid or accrued by the
Company during the fiscal year ended December 31, 2006 to. Bernard Korn, William'Paganc.and
Wllham Salek; the .only.named c<ecut1ve officers of the Company whose compcnsatlon
exceeded $100,000, )

..A..

' Non-Equity ° Al -~
Incentive Plan Other ! '
T L S L A
'Namc ancl Pnnclpal Posmon Year ,Salary Compensation . Compensation Total
Bernard Kom* - C e 2006 +$ 200,000 e $ 30,699 - $230,699
i Lo - : . 1.: v . . A
William Pagano—Director and CHisf ~ 2006°  § 200,000 $260,109 - - '$ 460,109

Executive Officer of the Company and

President of Universal

. 1

tr

Wllham Salck—Chlcf Fmanclal Ofﬁccr' 12006 ' $ 120,000 $ 30,958

N

" $150,958

andSecretaryoftthompanyanance1 [ R : - b

Pre51dcnt of Universal
L S o ' e

v . *Mr..Korn resigned as Director, Chairman-of the Board, and Chief Executive, Officer of
the; Company on -Aprit 17, 2006. Current]y, Mr.,Komn is a non-executive. employee of the

r

Company. S S e

Mr Korn’s ‘all other' compensatlon consists of $11, 962 in automobile iéase’ payments;
$3,990 in automobile related costs, $7,289 in prescription coverage for Mr. Korn and his w1fe
and $7,458 in Medicare reimbursements. )

During the fiscal years ended 2006, 2005 and 2004, no stock awards, optiori a‘ward‘éf
bonuses or nonquahﬁed deferred compensatlon earnings were earned by the named executive
officers.~.. -~y .. ', . - i S oL o I

L3




Narrative Disclosure to Summary Compensation Table

Mr. Korn was the Chairman of the Board, Director and Chief Executive Officer of the
Company until his resignation as such on April 17, 2006. Mr. Pagano was the President and a
Director of the Company for 2005 and was appointed Chief Executive Officer on April 17, 2006.
Mr. Salek is the Chief Financial Ofﬁcer and Sccretary of thc Company.

Bernard Korn . - e ‘ Tt

Concurrently with Mr. Komn’s sale of 426,743 shares of common stock and his
resignation as Chief Executive Officer, Director and Chairman of the Board on April 17, 2006,
the Company entered into an employment agreement with Bemard Korn that cancelled and
superseded a prior employment agreement.

_ Mr. Komn’s employment under the new agreement is to end on December 31, 2010. Mr
Ko is required to perform duties that are reasonably assigned to him with his approval that he
may not unreasonably withhold. Until December 31, 2008, he is required to devote his best
efforts and significant time to his duties. During the balance of the term, Mr. Korn is required to
devote reasonable efforts, consistent with his personal and business commitments, to the
performance of his duties. The agreement provides for a salary of $200,000 per year, reduced by
any amounts payable to Mr. Korn for loss of earnings or the like under any insurance plan or
policy the premiums for which are paid for in their entirety by the Company, and designated
fringe benefits. The agreement contains confidentiality and non-compete provisions.

The agreement provides that until May 31, 2008, Mr. Korn may not without the prior
written consent, of the Company (i) knowingly sell any of the Company’s securities to a 5%
shareholder (as defined), or to a person who as a result of such sale would become a 5%
shareholder, unless such person first enters into a standstill agreement in favor of the Company,
(ii) acquire, agree to acquire or make any proposal to acquire any voting securities or assets of
the Company or any of its affiliates, (iii) propose to enter into any merger, consolidation,
recapitalization, business combination or other similar.transaction involving the Company or any
of its affiliates, (iv) make, or in any way participate in any solicitation of proxies to vote or seek
to advise or influence any person with respect to the voting of any voting securities of the
Company or any of its affiliates, (v) form, join or in any way participate in a group (as defined)
in connection with any of the foregoing or (vi) advise, assist or encourage any other persons in
connection with the foregomg

See “Potential Payments Upon Termination or Change in Control” below for a discussion
relating to payments payable to Mr. Korn upon termination or upon a change in control.
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William Pagano

Mr. Pagano was appointed the Chief Executive. Ofﬁcer of the Company after Mr. Korn’s
reSIgnanon on April 17, 2006. .

Universal Supply Group, Inc., a wholly owned subsndlary of the Company (“Umversal”)
and Mr. Pagano entered into an employment agreement dated ‘as of June 25, 1999, as amended
by Amendment No. 1 dated as of October 29, 2002, as further amended by Amendmert No. 2
dated as of June 15, 2005, and as further amended by Amendment No. 3 dated as of March 12,
2007, pursuant to which the Company employed Mr. Pagano as Pres1dent of Universal. The
amended employment agreement provides for (i) a salary of $200, 000 per year, reduced by any
amounts payable to Mr. Pagano for loss of eamings or the like under any insurance plan or
policy the premiums for which are paid for in their entirety by the Company; (ii) fringe benefits
commensurate with Mr. Pagano’s position as President, in such group life, health, accident,
disability or hospitalization insurance plans, subject to underwriting requirements as Universal,
or'its parent, may make available to its other executive employees and (iii) additional incentive
compensation based on a percentage of earnings, as defined below,'of the subsidiaries, limited'to
two times his base compensation. The amended employment agreement contams conﬁdcntlahty
and non-compete pr0v1510ns and expires on December 31, 2010. R

For the calendar year 2005 and for each of the calendar years 2006 through 2010, Mr.
Pagano shall receive, as incentive compensation, a percentage of the Incentive Compensation
Base. Incentive Compensation Base shall mean the Universal’s et earnings (as determined by
the Company; Universal’s parent) which-are included in the Company’s consolidated audited
financial statements, plus the amount of any deductions from net earnings which are made in
such statements for (i) interest paid or dccrued in connection with the acquisition of the
Universal, (ii) Federal income taxes, (iii) parent company management fees or allocation of
overhead from-the parent company either paid or accrued and (iv) incentive compensation under
this ‘Agreement. Earnings of businesses acquired by Universal shall be included in determining
incentive compensation base. Incentivelcompensation will be paid within 30 days following
receipt by Universal of the Independent Accountant’s report for the year involved and said report
shall be binding and conclusive on the calculation of net eamings and incentive compensation.
Incentive compensation for any-year beginning in 2005 shall in no event exceed two tlmes Mr.
Pagano’s base compensation for such year. - - : '

Portion of Incentive Additional Compensation
B Compensation Base Percentages - 37 . _
Upto $ 250,000 8%
$ 251,000 to $ 500,000 9%
$ 501,000 to $ 750,000 10%
$ 751,000 to $ 1,000,000 11%
$ 1,001,000 And over 12%
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‘For the fiscal year ending December 31, 2006 the incentive compensatlon base was

$2,422,225 and the additional compensation was. computed as follows: L R

Incentive Additional .
Compensation Compensation . Incentive .
-+ Base . Percentages. Compensation
£+§ 250,000 at 8% “ 1§ 20,000

$ 250,000 at 9% S8 22,500

$ 250,000 at 10% - % 25,000

$ 250,000 at 11% .. § 27,500

$ 1,375,908 at 12% .. $165,109

$ 2,375,908 . .. $260,109

Total incentive compensation for the fiscal year ended Deeer:_n'b.er 31, 2006 was $260,109.

In the event that Mr. Pagano no longer performs the duties of the President of Universal
or the Vice President of RAL or American for any reason other than death or disability, the
Company will be con51derecl in default of i its credit agreement with Wells Fargo Business Credit,
Inc. unless a waiver is obtained.

William Salek

Effectlve January 1, 2005 Mr. Salek is employed puisuant to an employment agreement
expiring on December 31, 2007 at a compensation of $120,000 per annum. The agréement also
provides for additional incentive compensatlon based on a percentage of earnings, as defined
below, of the subsidiaries.. . ‘ : . Lo wE

L For each: of the calendar years 2005 through 2007,.Mr. Salek shall receive, as incentive
compensation a percentage of the Incentive Compensation Base. Incentive Compensatlon Base
shall mean’ the Universal’s net eariiings (as determined by the Company, Univérsal’s’ parent)
which are included in the Company’s consolidated 'audited financial statements, plus the amount
of any deductions from net earnings which are made in such statements for (1) interest paid or
accrued in connection with the acquisition of the Universal, (ii) Federal income taxes, (iii) parent
company management fees or allocation of overhead from the parent company either paid or
accrued and (iv) incentive compensation under this Agreement. Earnings of businesses acquired
by Universal shall be included in determining incentive compensation base. Incentive
compensation will be paid within 30 days following receipt by Universal of the Independent
Accountant’s report for the year involved and said report shall be binding and conclusive on the
calculation of net earnings and incentive compensation.

Portion of Incentive Additional Compensation
Compensation Base Percentages
Up to $ 250,000 25%
§ 251,000 to $ 500,000 50%
$ 501,000 to $ 750,000 5%
$ 751,000 to $ 1,000,000 1.00%
$ 1,001,000 to $ 1,250,000 1.25%
$ 1,251,000 to $ 1,500,000 1.50%
$ 1,501,000 to $ 1,750,000 1.75%
$ 1,751,000 to $ 2,000,000 2.00%
$ 2,001,000 And over 2.25%
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For the fiscal year ending December 31, 2006 the incentive compensation base was
$2,422,225 and the additional compensation was computed as follows:

Incentive Additional
Compensation Compensation Incentive
Base Percentages Compensation
$ 250,000 25% $ 625
.$§ 250,000 50% -~ $ 1,250
$ 250,000 5% . ‘ $ 1,875
$ 250,000 1.00% - % 2,500
$ 250,000 1.25% $ 3,125
$ 250,000 1.50% $ 3,750
$ 250,000 1.75% - $4375
$ 250,000 C2.00% " $.5000 ¢
$ 375,908 ‘ 2.25% $ 8,458
. $2,375,908 - $30,958

Total incentive compensation for the fiscal year ended Decembér 31, 2006 was $30,958.

Outstanding Equity Awards at Fiscal Year End

The following table sets forth information about equity awards outstaﬁding as of
December 31, 2006. '

- . . Number of Securities Underlying - . Option - .
Name Unexercised Options Exercisable Option Exercise Price Expiration Date
Bemard Kom - 52,000 ' $0.25 . February 11, 2013

, On January 2, 2007 Bernard Korn obtained 52,000 shares of common stock by exercising
52,000 outstanding stock options. Following said transaction, there are no equity awards
outstanding for the named executive officers. :
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Potential Payments Upon Termination or Change In Control

Assuming the employment of each of our named executive officers were to be terminated
on December 31, 2006 without cause, by death or by change in control, the following.individuals
would be entitled to payments in the amounts set forth opposite to, their name in the table below:

Bernard Korn

William Pagano

William Salek

. -
[

Severance pay for‘ Termination by Change of

termination without cause death control
$800,000 lump sum Mr. Korn’s widow shall None.*
payment equal to the four be entitled to the
total remaining $200,000 following two payments:
payments p:l)(able to Mr. (1) $5,000 iilmp —
Korn under his employment 500400 benefit and (2)
agreement ; commencing 30 $200,000 payable not

days after demand therefore,
interest accrues on such
lump sum obligation at the
annual rate of 10% per
annum and is payable on
demand.

None.

None

less frequently than in bi-
weekly installments.

None.

None.

None.

None.

* If a change in control, as defined below, shall-occur at any time from and after January
1, 2009, then the Company shall pay Mr. Komn in a lump sum, and without present value
d1scount the entire aggregate amount which would have been payable by the Company to Mr.
Korn had Mr. Komn been employed for the entire term. Commencmg thlrty days after demand
therefore, interest shall accrue on such lump sum obllgatlon at the annual rate if 10% per. annum
and shall be payable on demand. *

" A “change’ of control” shall be detmed to have’ occurred if the stockholders of the
Company approve a merger of the Company, or a plan of complete liquidation of the Company,
or an agreement for the sale or disposition by the Company of all.or substantially all of its assets,
or any other business combination of the. Company with any other corporation, other than any
such merger or business combination which would resultin the voting securities of the Company
outstanding immediately' prior-thereto continuing to represent (either by remaining outstanding
or by. being converted into voting securities of the surviving entity) at least 50% of the total
voting power represented. by .the voting securities: of the Company or such surviving ent1ty
outstanding immediately after such merger or business combination. - : PP
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Director’s Compensation . oo o : )

The following table sets forth compensation to members of the Board of Directors, other
than those emponed by the Company, during the fiscal year ended December 31, 2006 t

* Fees Eamned or Paid - All Other ' ™

m in Cash Option Awards Compensation Total
E! Bruce Fredrikson ©$19,500 $17,804 R $37,304
Melissa Goldman-Williams - $12,000 - o $ 12,000
Michael Goldman .$12 000 S - $ 12,000
William Koon U | 6000 . - $ 3,000 $ 9,000
Stuart H. Lubow S sem 17804 - $25,485
Ronald H. Miller © ' §12,000 $.07,804 -+ . $29804
Jack Rose $ 6,000 - 5 3,000, $ 9,000
Phillip Siegel $ 7,681 ; - " $ 7,681
Carl Sussman $ 6,000. - $ 3,000 $:9,000 .

Members of the Board of Directors, other than those employed by the Company, received
a fee of $12,000 annually consisting of an annual retainer of $8,000 and a fee of $1,000 for each
meeting of the Board, hmlted to $4 000 per annum payable in advance in four equally quarterly
installmients. " :

_ Additionally, effective April 1, 2006, E. Bruce Fredrikson’s’ annual rétainer fee for
servmg as a Director and Chairman of the Audit Committee increased from $£8, 000 to $18 000.
The fee is payable in $4,500 installments in advance of each quarter.

Members of the Board of Directors receive no fees if they are employed by the Company

On December 6, 2006, the Company granted ten-year options to purchase 25,000 shares
of common stock at an exercise price of $1.85 per share to each of the. following Directors: E.
Bruce Fredrikson,-Stuart H. Lubow, Ronald H. Miller and Phillip Siegel. The option to each
Director was immediately vested for 10,000 shares and will vest for 5,000 additional shares on
each-of the first three anniversaries of the Grant Date if the optionee then continues as a Director.
The options were granted in reliance on the exemption from registration provided by Section
4(2) of the Securities Act of 1933, as amended. On January 22, 2007, Phillip Siegel resigned as
a Director and his 5,000 options that would have vested on each.of the first three anniversaries of
the Grant Date were forfeited and he has sixty days from the date of his resignation to exercise
his 10,000 vested options. Prior to his resignation as Director, Mr. Siegel served as Chairman of
the Compensation Committee and as a member of the Audit and Nominating Committees.

Messrs. Koon, Rose and Sussman resigned as Directors of the Company on April 17,
2006 and each received other compensation in the amount of $3,000 for and in consideration of
their duties and service to the Company.
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Compensation Committee Interlocks and Insider Participation o

The Company did not have a Compensation Committee or any other committee of the
Board of Directors performing equivalent functions until. June 13, 2006. Prior to this date,
decisions regarding compensation of named executive officers of the Company were made by
the Board of Directors. Two of the company’s executive officers, Bernard Komn and William
Pagano, were Directors of the Company.” Mr. Korn was the Chairman of the Board and Chief
Executive Officer of the Company until his resignation as Chief Executive Officer, Director and
Chairman of the Board on April 17, 2006. Until June 13, 2006, each of these individuals
participated in deliberétions of the Board during the fiscal year ended December 31, 2006
‘concemmg named ‘executive ofﬁcer compensation, except that they abstained from dellberatlons
and voting regarding their own compensation.

On June 13, 2006, the Board of Directors appointed Phillip Siegel as Chairman of the -
Compensation Committee and E. Bruce Fredrikson and Stuart H. Lubow to serve on the
Compensation Committee. On August 8, 2006 the Board of Directors adopted a Compensation -
Committee Charter.

Compensation Commitiee Report

The following report of the Compensation Committee does not constitute soliciting
material and should not be deemed filed or incorporated by reference into any other Company
filing under the Securities Act of 1933 or the Securities Exchange Act of 1934, except to tlie
extent the Company specifically incorporates this Report by reference therein.

The Compensation Committee has reviewed and discussed the Compensation Discussion
and Analysis with management and recommended to the Board of Directors that the
Compensation Discussion and Analysis be included in_this Annual Report on Form 10-K for the
fiscal year ended December 31, 2006, for filing with the Securities and Exchange Commission.
Phillip Siegel resigned as a Director on January 22, 2007, has not served on the Compensation
Committee since that date, and did not participate in these recommendations.

Members of the Compensation Committee
f  E. Bruce Fredrikson

Stuart H. Lubow
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Item 12. Security Ownership of Certain Beneficial Owners and Managentent

- The following table sets forth, as of March 1, 2007, information with respect to beneficial
ownership by named executive officers and Directors of the Company, holders of over.5% of a

class of stock and of named executive officers and Directors of the Company as a group.

~ Comnion Stock Preferred Stock
' Amount afncii ' l jAmoum'and
Nature of Nature of _

. ~ Beneficial Percent of Beneficial Percent of
Name of Beneficial Owner Ownership* ' C?gss Ownership* Class
Officers and Directors***:
E.‘Eruce Fredrikson S 16,660 (n ** 500 '(l). | **
Melissa Goldman-Williams | 5,400 | ** 0 >
Michael Goldman , 1__,28?,255 ()  26.74% .0 o
Stuart H. Lubow - . 10,000 (3) - * '0. **
Ronald H. Miller 11,054 () * 0 -
William Pagano ' 767,973 (5) 1;.41% o 0" e
William Salek 61,667 {(6) 1.32% 0 _*
All Officers and Directors as a Group: 2,154,349 44.19% 500 ok
Holders of over 5% of a class of stock who are not Officers or Directors:
Rita C. Folger 578,719 (7) 12.37% 0 b
Goldman Associates of NY, Inc. 1,099,255 (8) 22.92% 0 -

The beneficial owners listed above have all given a business address of 275 Wagaraw
Road, Hawthorne, New Jersey (7506.

* For the purposes of this table, “Beneficial Ownership” is defined as set forth in rule
13d-3 under the Securities Exchange Act of 1934, as amended. Except as set forth in the
following notes, each person listed in the table has sole voting and sole investment power with
respect to the shares of Common Stock listed in the table.

** Represents beneficial ownership of less than one percent of the Company’s

outstanding securities.
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*** William Koon, Bernard Korn, Jack Rose and Carl Sussman resigned as Directors of
the Company on April 17, 2006 and their beneficial ownership as of said date consisted of -0-,
202,512, 122,668 and 49,607 shares of Common Stock, respectively. On January 22, 2007,
Phillip Siegel resigned as a Director and his 10,000 shares of Common Stock issuable upon
exercise of his options expire sixty days after his resignation. Each of Messrs, Koon, Sussman
and Siegel’s beneficial ownership represent less than one percent of the Company’s outstanding
securities. Each of Messrs. Korn and Rose’s beneficial ownership represented 4.37% and 2.68%,
respectively, of the Company’s outstanding securitics.

(1) E. Bruce Fredrikson’s beneficial ownership consists of 6,000 shares of Common Stock,
10,000 shares of Common Stock issuable upon exerc1se of his options, and 500 shares of
Common Stock lssuable at any time upon conversmn of ‘500 shares of Convertible Preferred
Stock.

(2) Michael Goldman is the President and majority shareholder of Goldman Associates of NY,
Inc. ("Goldman Associates"). Goldman Associates is the owner of 949,255 shares of Common
Stock ("Goldman Shares") and warrants ("Warrants") to purchase 150,000 shares of Common
Stock at an exercise price of $3.00 per share. The Warrants are exercisable at any time prior to
their expiration on December 31, 2008. Mr. Goldman is the owner of 183,000 shares of
Common Stock and the beneficial owner of the Warrants and the Goldman Shares. Mr.
Goldman’s beneficial ownership excludes 20,000 shares of Common Stock owned by his wife,
of which Goldman Associates of New York, Inc. and Michael Goldman disclaim beneficial
ownership. Mr. Goldman’s wife disclaims beneficial ownership of Mr. Goldman’s shares.

(3) Stuart H. Lubow’s beneficial ownership consists of 10,000 shares of Common Stock issuable
upon exercise of his options.

(4) Ronald H. Miller’s beneficial ownership consists of 1,054 shares of Common Stock and
10,000 shares of Common Stock issuable upon exercise of his options.

(5)° William Pagano’s beneficial ownership consists of 734,640 shares of Common Stock and
33,333 shares of Common Stock issuable at any time upon conversion of a $100,000 Convertible
Note at a conversion price of $3 per share.

(6) - William Salek’s beneficial ownership consists -of 45,000 shares of Common Stock and
16,667 shares of Commeon Stock issuable upon conversion of a $50 000 Convertible Note at a
conversion price of $3 per share.

(7) Rita C. Folger’s beneficial ownership consists of 545,386 shares of Common Stock and
33,333 shares of Common Stock issuable upon conversion of a $100,000 Convertible Note at a
conversion price of $3 per share. Mrs. Folger is the wife of Oscar Folger and the mother of
Jeffrey Folger. Oscar and Jeffrey Folger acted as legal counsel for the Company through April
20, 2005. Oscar and Jeffrey Folger acted as legal consultants for the Company from April 21,
2005 through December 31, 2005 and since January 1, 2006 have been employed by the
Company as, respectively, Vice President-Chief Legal Counsel and Assistant Vice President-
Legal. Mr. Folger’s beneficial ownership consists of 5,000 shares of Common Stock issuable at
any time upon exercise of his options. Mr. Folger disclaims beneficial ownership of his wife’s
shares, and Mrs. Folger disclaims beneficial ownership of her husband’s shares.

(8) The beneficial ownership of Goldman Associates of NY, Inc. consists of 949,255 shares of
Common Stock and 150,000 warrants to purchase 150,000 shares of Common Stock, at an
exercise price of $3.00 per share. See Footnote 2, above, for information relating to beneficial
ownership of these securities held by Michael Goldman.
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Item 13. Certain Relationships and Related Transactions, and Drrector Independence

Related Party Transactlon P01101es and 'rocedures ‘ o
Pohey . . S _ -

" It is the policy of the Board of Directors of Colonial Commercial Corp. (the "Company™)
that all Interested Transactions with Related Parties, as those terms-are defined in this policy,
shdll be subject to approval or ratification in accordance with the procedures set forth below.

Procedures

The Board of Dlrectors of the (,ompany, or, if drrected by the Board of D1rectors the
Audit Committee or any other 1ndependent committee appomted by the Board of Drrectors shall
review the material facts of all Interested Transactions that require the Committee’s approval and
either approve or disapprove of the entry into the Interested Transaction, subject to the
exceptions -described below. If advince Board or commrttee approval of an Interested
Transaction is not feasible, then the Interested Transaction shall be considered and, if the Board
or committee determines it to be appropriate, ratified at the Board’s or committee’s next
regularly scheduled meeting. ‘In determining whether to' approve or' ratify ‘an Interested
Transaction, the Board or committee will take into dccount, among other - factors it- deems
appropriate, whether the Interested Transaction is on termis no less favorable than terms generally
available to an unaffiliated thxrd-party under the same or similar c1rcumstances and the extent of
the Related Person’s interest in the transaction. :

‘The Board of Directors and the Audit Committee have reviewed the Interested
Transactions described below in "Standing Pre-Approval for Certain Interested Transactions”
and determined that each of the Interested Transactions described therein shall be deemed to bé
pre-approved or ratified (as applicable) by the Board and the Audit Commlttee under the terms
of this policy. « -

No Director: shall participate in any discussion or approval of an Interested Transaction
for which he or she is a Related Party, except that the Director shall provide all material
information concerning the Interested Transaction to the Board or the committee.

If an Interested Transaction will be ongoing, the Board may establish guidelines for the
Cornpany s management to follow in its ongoing dealings with the Related Party. Thereafter, the
Board, on at least an annual basis, shall review and assess ongoing relationships with the Related
Party to see that they are in compliance with these guidelines and that the Interested Transaction
remains approprlate

Definitions . ' N -

- An “Interested Transaction” is any transaction, arrangement or relationship or series of
similar transactions, arrangements or relationships (including any indebtedness or guarantee of
indebtedness) in which (1) the aggregate amount involved will or may be-expected to exceed
$120,000 in any calendar year, (2) the Company 1s a participant, and (3) any Related Party has or
will have a direct or indirect materlal interest (othier than solely as a result of being a dlrector ora
less than 10 percent beneficial owner of another entity). : :
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A “Related Party” is any (a) person who is or was (since the beginning of the last fiscal
year for which the Company has filed a Form 10-K and proxy statement, even if they do not
presently serve in that role) an executive officer, Director or nominee for election as a Director,
(b) greater than 5, percent beneficial owner of the Company’s common’ stock, or (c) immediate
family member of any of 1he foregoing. Immediate family member includes a person’s spouse,
parents, stepparents, children, stepchildren, siblings, mothers- and fathers-in-law, sons- and
daughters-in-law, and brothers- and sisters-in-law and -anyone residing in such person s home
(other than a tenant or employee)

¢ *

Standing Pre- ADDroval for Certain Interested Transactions

. The Board and the Audit Committee havé reviewed the types of Interested Transactions
described below and determined that each of the following Interested Transactions shall be
deemed to be pre-approved by the Comm1ttee even if the aggregate amount mvolved will
exceed $120,000. ‘ ‘ :

1. Employment of execitive ofﬁcers Any employment by the Company of an executive officer
' of the Company if:

, -

a. the related compensatlon 1$ requlred to be reported in the Company s proxy statement
under -Ttem 402 of the Securities and Exchange Commission’s ("SEC’s") compensation
disclosure requirements (generally applicable to "named executive officers"); or

b. the executive office is not an immediate family member of another executive officer or
Director of the Company, the related compensation would be reported in the Company’s
proxy statement under Item 402 of the SEC’s compensation disclosure requirements if
‘the executive officer was a "named executive officer”, and the Company’s Compensation
Committee approved (or recommended that the Board approve) such compensation.

2. Director compensation. Any compensation paid to a Director if the compenisation is required
to be reported in the Company’s proxy statement under Item 402 of the SEC’s compensation
disclosure requirements; o

3. Certain transactions with cther companies. Any transaction with another company at which a
“Related Person’s only ‘relationship -is as an employee (other than an executive officer),
Director or beneficial owner of less than 10% of that company’s shares;

4. Transactions where all shareholders receive proportional benefits. Any transaction where the
Related Person’s interest arises solely from the ownership of the Company’s common stock
and all holders of the Company s common stock recelved the same benefit on a pro rata basis
(e.g. d1v1dends) ‘ :

5. Transactrons mvolvmg competitive bids. Any transaction mvolvmg a Related Party where
the rates or charges mvolved are determined by competitive bldS :
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Certain Relationships and Related Transactions

A subsidiary of the Company leases a warehouse and store in Wharton, New Jersey
comprising of 27,000 square féet from a company owned by Mr. Paul Hildebrandt under a lease
that expires in June 2010. The Company paid Mr, Hildebrandt’s company $224,885 during the
year ended December 31, 2006. The Company owes Mr. Hildebrandt $110,000 pursuant to two
notes: (a) a subordinated note in the amount of $150,000, paid $30,000 annually commencing
December 31, 2004 and (b) a $50,000 convertible note due 50% on June 1, 2008 and 50% on
June 1, 2009. William Salek, the Company’s Chief Financial Officer, is the son-in-law of MTr.
Hildebrandt. Mr. Hildebrandt served as a Director from July 2004 to January 2005.

Goldman Associates of NY, Inc. (“Goldman Associates”) has agreed that it and its
affiliates will not until May 31, 2008 without the prior written consent of the Board of Directors
of the. Company (i) acquire, agree to acquire or make any proposal to acquire any voting
securities or assets of the Company or any of its affiliates, (ii) propose to enter into any merger,
consolidation, recapitalization, business combination, or other similar transaction involving the
Company or any of its affiliates, (iii) make, or in any way participate in any “solicitation” of
“proxies” (as such terms are used in the proxy rules of the Securities and Exchange Commission)
to vote or seek to advise or influence any person with respect to the voting of any voting
securities of the Company or any of its affiliates or (iv) form, join or in any way participate in a
“group” as defined in Section 13(d)(3) of the Securities Exchange Act of 1934, as amended, in
connection with any of the foregoing or (v) advise, assist or encourage any other persons in
connection with the foregoing.. Michael Goldman is the beneficial owner of the shares held by
Goldman Associates.

Each of Messrs. Goldman, Korn, Pagano, Rozzi, and Mrs. Folger has agreed that until
May 31, 2008 he or she will not purchase any stock of the Company' without written consent
from the Company and that he or she will not sell any stock to any person if the sale would
create a new 5% shareholder within the meaning of Internal Revenue Code Section 382 unless
the buyer first enters into a similar standstill agreement.

In the event that Mr. Pagano no longer performs the duties of the President of Universal
or the Vice President of RAL or American for any reason other than death .or disability, the
Company will be considered in default of its credit agreement with Wells Fargo Business Credit,
Inc. unless a waiver is obtained.

. The Company owes Goldman Assocnates a pnvate Company controlled by Michael
Goldman $750,000 pursuant to a secured note which is subordinate to the Company’s senior
secured lender. The note bears interest at the prime rate and is due on June 30, 2008,

Mr. Pagano, Mr. Salek, Mrs. Folger and the wife of Michael Goldman are holders of
convertible unsecured notes in the amounts of $100,000, $50,000, $100,000 and $25,000,
respectively, issued pursuant to the terms of a private placement made on July 29, 2004.

On September 5, 2006, the Company was appointed a non-exclusive distributor of Speed
Queen home laundry equipment in the New York metropolitan area, and in portions of
Connecticut, Delaware and Eastern Pennsylvania. The Company succeeded Goldman Associates
of New York, Inc. in this distributorship and, on August 31, 2006, purchased Goldman
Associates’ Speed Queen accounts receivable, inventory and related assets at book value for
$149,625. Goldman Associates is a private Company controlled by Michael Goldman who is the
Chairman of Colonial. The Company also established a “Goldman Universal” division to
distribute the Speed Queen home laundry system line and other appliances.
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Pioneer Realty Holdings, LLC, a New York limited liability company ("“Pioneer”), is the
owner of the premises located at 836 Route 9, Fishkill, New York, formerly known as 2213
Route 9, Fishkill, New York that is leased to a subsrdlary of the Company under a lease that
expired September 2008 subject to renewal options, and provided for a current aggregate annual
rent of $133,500. ' Pioneer is the landlord’ under the Lease pursuant to an assrgnment and
assumption agreement dated April 12, 2005.

On February 21, 2007, the Lease was further amended by a Third Moedification of Lease
Agreement to provide, among other things, for 25,947 square feet.of thé leased prémises, a net
increase of 14,443 square feet, for $245;844 total annual fixed rent, an increase of $106,740 per
annum. The effectiveness of the Third Modification of Lease Agreement commences on the date
of issuance of a certificate of occupancy for the Premises that are currently undergoing
reconstruction. The term of the lease expires on March 31, 2017, subject to two _ﬁve-year
renéwal options. '

Additionally, on February 21, 2007 Pioneer granted the Company an option (“Optron”)
to purchase the Premises for (i) an'exercise price equal to Pioneer’s total financial investment in
the Premises through the date of exercise and (ii) the release of Mr. Pagano - (and any ‘other
guardntors) from guarantres of mortgage loans secured by the Premlses The Optton explres on
July 31, 2007. : e

' Wllham Pagano has. a 55% interest in Pioneer and cach of Rita Folger and Jeffrey Folger
has an 8% interest in Pioneer Realty Partners I, LLC, which has a 40% interest m Pioneer. Oscar
Folger and Jeffrey Folger are the Vice President-Chief Legal Counsel and Assistant . Vice
President-Legal, respectively. The Company pald Pioneer Realty’ Holdings, LLC $137,239 in
rent during the year ended December 31, 2006.

Oscar and Jeffrey Folger acted as legal counsel for the Company through April 20, 2005.
Oscar and Jeffrey Folger acted as legal consultants for the Company from April 21, 2005 through
December 31, 2005 and each became an employee of the Company as Vice Pres:dent-Chlef
Legal Counsel and Assistant Vice President-Legal; respectively, on January 1, 2006. Mrs.
Folger is the wife of Oscar Folger and the mother of Jeffrey Folger. Professional fees paid to the
Oscar Folger’s law firm for the years ended 2006, 2005 and 2004 were $89,826, $79,973 and
$71,115, respectively. Jeffrey Folger is an associate of Oscar Folger’s law firm. Additionally, in
2006, $12,000 was paid to each Oscar and Jeffrey Folger as part time employees of the
Company.

The positions with the Company and the relevant stock ownershlps of the persons and
entities referenced in this Item are set forth in Items 10 and 12.

LK

Director Independence ) o

The Board of Directors is comprised of six members, .of which three are classified as
“independent” as defined in the NASDAQ Stock Marketplace Rule 4200. The three independent
Directors are E. Bruce Fredrikson, Stuart H. Lubow and Ronald H. Miller.

Item 14. Principal Accountant Fees And Services e T
Audit Fees .

Audit fees for 2006 and 2005 were $207,500 and $227,385, respectrvely All services
provided by independent accountants were approved by the audit committee. Audit Fees consist
of fees billed for professional services rendered for the audit of the Company’s annual
statements, for review of interim consolidated financial statements included in quarterly reports
and services that are normally provided by Weiser LLP in connectlon w1th statutory and
regulatory filings or engagements.
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Audlt Related Fees» © . T el .

‘The Company d1d not incur aud1t related fees from Werser n 2006 and 2005., Audit-
Related Fees consist of fees billed for assurance and related services that are reasonably related
to the performance of the audit or review of the Company s consolidated fmanc1a1 statements
and are not reported under "Audit Fees."

Tax Fees

., --The Company d1d not incur 1ax fees from Welser in 2006 and 2005. Tax Fees cons1st of
fees 'billed .for: professional services, rendered .for tax compliance. These services include
assistance regarding federal, state and local tax compliance: . e

All Other Fees

There were no other fees for profess;onal services rendered to the Company during the
ﬁscal years 2006 and 2005, other than the service reported above.
!

. . The Audlt Committee meets, with the mdependent auditor, pnor to the audit and discusses
the planning and staffing of the audit, approves in advance the engagement of the independent
auditor for all audit services and non-audit services and approves the fees and other terms of any
such engagement, and obtains periodically from the independent auditor a formal verbal
communication of the matters required to be discussed by Statements of Auditing Standards No.

61 and SEC Rule 10(a). In addition, the Company obtains a letter describing ali relatronshrps '

between the audltor and the Company and discusses with the auditor any disclosed relationships
or servrces that may impact audltor object1v1ty and mdependence

PART IV
Item 15. Exhibits and Flnanclal Statement Schedules

(a) Exhlblts and Financial Statements v B
(1) Fmanmal Statements See Item8 Index to Fmanmal Statements
Vv (2) Financial Statement Schedules See F-1 through F- 28 attached
. (3) Exhlblts . _ _ o
o "IND'EXTO E_)'(HIBIiTS ;

Incorporated By
e, ; . . +Filed L , Date Filed Reference
Exhibit " Exhibit Name . Herewith  Form  With SEC  From Exhibit
3.0i Restated Certificate of Incorporation of 10-K 03-30-06 3.01
Registrant dated January 6, 1983 '
- (a) .Certificate of Amehdment of the Certificate . 10-K .- 03-30-06 3.01(a)
sy of Incorporation dated October 31, 1986 o . .
(b) Centificate of Amendment of the Certificate - C10-K 03-30-06 301y |
of Incorporation dated June 24, 1988 . ‘
(c) Centificate of Amendment of the Certificate 10-K . 03-30-06 t 3.01(c) -
of Incorporation dated January 13, 1998 ' i
(d) Certificate of Amendment of the Certificate 10-K 03-30-06 3.01(d)
of Incorporation dated January 13, 1998 ) . . .
"''(e) Certificate of Amendment of the Certificate © o 10-Q' *11-13-06 3.01
e of Incorporatlon dated September 29 2006 . ' ' S .
2302 By-Laws of Registrant . , ‘ 10-K 03-30-06 - 302
., (a) . Amended and Restated By-Laws of ) . 8-K  06-19- 06 3.01
Registrant, ratified and adopted June 13, '
2006
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4.01

4.02

10.01

(a)

)

©
@
©
®

10.02

(a)

(b)

(c)

10.03

(@)

10.04

10.05
(@)

' January 1, 1998 betwveen Registrant and A

» Specimen of Common Stock Certificate

Specimen of Convertible Preferred Stock
Certificate P

Employment Agreement dated as of January

.1, 1998 between Registrant and Bernard
Korn L
Amendment Number | dated April 1, 1999 - K
to Employment Agreement dated as of

Bernard Kom

Amendment Number 2 dated April 1, 2000
to Employment Agreement dated as of
January 1, 1998 between Registrant and
Bemnard Kom

Amendment Number 3 dated October 29,
2002 to Employment Agreement dated as of

January 1, 1998 bétween Registrant and C
Bernard Korn o

Amendment Number 4 dated October 29,
2002 to Employment Agreement dated asof v - .
January 1, 1998 between Registrant and

ek

- Bernard Kom. oo
Amendment Number 5 dated May 17,2004  ..~¢ .

to Employment Agreement dated as of

January 1, 1998 between Registrant and S TR

Bernard Ko
Employment Agreement dated April 17,

2006 between Registrant and Bernard Korn -+ 2

Employment Agreement dated as of June S
25, 1999 between Liniversal Supply Group, N
Inc. and William Pagano

Amendment Number | dated October 29,

2002 to Employment Agreement dated as of

June 25, 1999 between Universal Supply .
Group, Inc. and William Pagano .
Amendment Number 2 dated as of June 15,

2005 to Employment Agreement dated as of S
June 25, 1999 between Universal Supply
Group, Inc. and William Pagano

Amendment Number 3 dated as of March .y
12, 2007 to Employment Agreement dated

as of June 25, 1999 betwéen Universal A B

Supply Group, Inc. and William Pagano

Employment Agreement dated June 25, R
1999 between Universal Supply Group, inc.

and William Salek

Amended and Restated Employment

Agreement dated as of January 20, 2005 to
Employment Agrecment dated as of June

25, 1999 between Universal Supply Group,

Inc. and William Salek . v

1996 Stock Option Plan - S

2006 Stock Plan
Form of stock option grant letter S
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10.06

(a)

(b}

(c)

@

()

()

1007
(@)
(b)

10.08 .

(a)

(b)

(©

i " Purchase Agreement dated March 25, 1999

for business and assets subject to certain
liabilities of Universal Supply Group, Inc.
Amendment Number 1 dated June 25, 1999
to Purchase Agreement dated March 23,
1999

Loan and Security Agreement dated June
24, 1999 between LaSalle Bank National

‘Association and Universal Supply Group, TR

Inc.
Demand Note dated June 24, 1999 between :
LaSatle Bank National Association and

. Colonial Commercial Sub Corp. 1

Cuaranty of All Liabilities and Security
Agreement of Colonial Commercial Sub
Corp. by Colonial Commercial Corp. to
LaSalle Bank National Association dated
June 24, 1999

Waiver and Tenth Amendment dated
November 21, 2002 to the Loan and
Security Agreement dated June 24, 1999
between LaSalle Bank National Association
and Universal Supply Group, Inc.
Securities Pledge Agreement dated

 November 21, 2002 made by the Registrant

in favor of LaSalle Bank National
Association, re: Universal Supply Group,
Inc.

N . A
Certain documents related to refinance with
Wells Fargo Business Credit, Inc. of asset

: based loan and term loan dated July 28,

2004, previously with LaSalle Bank
National Association:

Credit Security Agreement dated July 28,
2004 between American/Universal Supply,
Inc., The RAL Supply Group, Inc. and
Universal Supply Group, Inc. to Wells

-Fargo Business Credit, Inc.

First Amendment to the Credit Security T
Agreement dated May 11, 2006 o

- Certain documents related to Well-Bilt Steel

Products, Inc.: I
Reaffirmation Agreement, General Release
Consent and Acknowledgement of

Commercial Reasonableness of Private Sale

- dated February 1, 2001 between Atlantic

Hardware & Supply Corporation, Universal
Supply Group, Inc., Colonial Commercial
Corp., and the Secured Lender
Reaffirmation Agreement, General Release
Consent and Acknowledgement of
Commercial Reasonableness of Private Sale
dated February 1, 2001between Well-Bilt
Steel Products, Inc. and the Secured Lender
Foreclosure Agreement dated February 1,
2001 between Independent Steel Products,
LLC, the Secured Lender, Atlantic

- -Hardware & Supply Corporation, Universal
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Agreement of Purchase of Sale of Assets
dated July 1, 2002 between Goldman
Associates of New York, Inc. and Universal
Supply Group, Inc.

Private Placement Purchase Agreement
dated June 30, 2003 by and among Colonial
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“Investors”
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Goldman and Goldman Associates of New
York, Inc. including:
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Warrant
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subject to certain liabilities of The RAL
Supply Group, Inc., by RAL Purchasing
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Colonial Commercial Corp.

RAL Closing Statement dated September
30, 2003

Lease Agreement by and between Zanzi
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dated April 12, 2005 to Lease Agreement oo .

by and between Zanzi Realty, Inc. and The

RAL Supply Group, Inc., dated September

1, 1998

Third Modification of Lease Agreement '+ 8K 02-23-07 - -

dated February 21, 2007 to Lease

Agreement by and between Zanzi Realty,

Inc. and The RAL Supply Group, Inc.,

dated September 1, 1998

Option Agreement by and between Pioneer 8-K 02-23.07
Reatty Holdings, L.LC and Colonial . ‘
Commercial Corp., dated as of February 21,

2007.

Offer to Purchase Odd Lot Shares and 8-K 08-18-05
Letter of Transmittal dated August 16, 2005

Statement re computation of per share
earnings (loss)—Not filed since
computations are readily apparent from the

- Consolidated Financial Statements

Code of Ethics ‘ - 10K 04-15-05
Subsidiaries of Registrant Yes ‘

Consent of Registered Independent Public Yes
Accounting Firm—Weiser, LLP

Certification of Chief Executive Officer Yes
Pursuant to Section 302 of the Sarbanes-

Oxley Act of 2002

Certification of Chief Financial Officer Yes
Pursuant to Section 302 of the Sarbanes- .o
Oxley Act of 2002 . P

Certification of Chief Executive Officer Yes
Pursuant to Section 906 of the Sarbanes-
QOxley Act of 2002

Certification of Chief Financial Officer Yes
Pursuant to Section 906 of the Sarbanes- o o
Oxley Act of 2002 :

Affidavit dated January 28, 2002 in support . “10-K 11-18-03
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Corporation’s Petition for Relief under
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Corporation’s Petition for Relief by the U.S.
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REPORT OF INDEPENDENT REGISTERED PUBLIC ACCOUNTING FIRM

To the Board of Directors and Stockholders of Colonial Commercial Corp. and Subsidiaries:

We have audited the accompanying consolidated balance sheets of Colonial
Commercial Corp. and Subsidiaries (the "Company") as of December 31, 2006 and 2005 and the
related consolidated statements of operations, stockholders’ equity and cash flows for the years
ended December 31, 2006, 2005 and 2004. These financial statements and financial statement
schedule are the responsibility of the Company's management. Qur responsibility is to express
an opinion on these financial statements and financial statement schedule based on'our audits.

We conducted our audits in accordance with the standards of the Public Company
Accounting Oversight Board (United States). Those standards require that we plan and perform
the audit to obtain reasonable assurance about whether the financial statements are free of
material misstatement. An audit includes examining, on a test basis, evidence supporting the
amounts and disclosures in the financial statements. An audit also includes assessing the
accounting principles used and significant estimates made by management, as well as evaluating
the overall financial statement presentation. We believe that our audits provide a reasonable
basis for our opinion. -

In our opinion, the financial statements referred to above present fairly, in all material
respects, the consolidated financial position of Colonial Commercial Corp. and Subsidiaries as of
December 31, 2006 and 2005 and the consolidated results of their operations and their cash flows
for the years ended December 31, 2006, 2005 and 2004, in conformity with U.S. generally
accepted accounting principles.

We have also audited the financial statement Schedule If (Valuation and Qualifying
Accounts) for the years ended December 31, 2006, 2005 and 2004. In our opinion, this schedule
presents fairly, in all material respects, the information required to be set forth therein.

/sfWeiser LLP
New York, NY
March 22, 2007
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COLONIAL COMMERCIAL CORP. AND SUBSIDIARIES

T

Consolidated Balance Sheets .

- Assets i
Current assets:
Cash ‘ ‘
Accounts receivable, net of allowance for doubtful accounts
of $212,043 in 2006 and $185,971 in 2005 -
Inventory ’ '
Prepaid expenses and other current assets
Deferred tax asset - current, portion .
Total current assets T
Property and equipment
Goodwill
Other'intangibles C
Other assets - noncurrent v
Deferred tax asset - noncurrent -

Liabilities and Stockholders' Equity
Current liabilities: ‘
Trade payables
Accrued liabilities
Income taxes payable
Borrowings under credit facility - revolving credit
Borrowings under credit facility - term loan‘overadvance
Notes payable - current portion; includes related party
notes of $30,000 in 2006 and $60,389 in 2005
Total current liabilities
Notes payable, excluding current portion; includes related party
notes of $1,008,125 in 2006 and $1,000;625 in 2005
- Total liabilities e -

Commitments and contingencies I Co LT

Stockholders' equity:

Redeemable convertible preferred stock, $.05 par value, 2,500,000 shares
authorized, 467,500 in 2006 and 484,721 in 2005 shares issued and outstanding,
liquidation preference of $2,337,500 in 2006 and $2,423,605 in 2005

Common stock, $.05 par value, 20,000,000 shares
authorized, 4,593,680 in 2006 and 4,544,459 in 2005 shares
issued and outstanding

Additional paid-in capital

Accumulated deficit

Total stockholders' equity

The accompanying notes are an integral part of these consolidated financial statements.
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'Décember 31, December 31,
Y2006 2005
$ 482,251 $ 613,456
9,069,301 8,489,717
13,111,488 12,214,261
1,057,099 1,066,658
420,000 © . 637,500
24,140,139 23,021,592 .
1,512,666 1,669,484
1,628,133 1,628,133
3,500 11,334
202,177 135,832
' 1,288,500 1,071,000

T$ 28,775,115

© 8§ 1275373715

Il

$ 5991946

$ 4,719,160
1,975,175 2,047,159
1630 . 127
13,615,696 11,183,008
- 562,977
136,539 165,112
20,448,200 19,962,974 1. 1.
1,317,394 1,400,834
21,765,594 21,363,808
23,375 24,236
229,684 227,223
10,707,791 10,626,859
(3,951,329) (4,704,751)
7,009,521 6,173,567

$ 28,775,115

$ 27,537,375




COLONIAL COMMERCIAL CORP. AND ‘SUBSIDIARIES
Consolidated Statements of Operations

o

Sales
Cost of sales .
Gross profit '

Selling, general and admmlstratlve ‘€Xpenses, net
Operating income .
Other i lneome SRR
Interest expense net; includes related party interest of
$104,485 in 2006 $94,703 in 2005 and $45,007 in 2004
Income. from operanons before Jncome tax expense (benefit)

Income tax expense (benefit)
Net income. ‘

Income per common share:
Basic .. |
Diluted

”»

N R
Welghted average sha:es outstandmg
Basic ‘
Diluted - -7 - - -

PO - -

The accompanying notes are an integral part of these consolidated financial statements.

........
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$

2006 2005 2004
$ 71,494,652 $ 66,690,945 $ 61,454,128
50,119,796 46,507,769 43,069,981
21,374,856 20,183,176 18,384,147
19,420,124 17,782,752 . 16,666,335
1,954,732 2,400,424 1,717,812
277,866 272,597 320,359
(1,354,785)  (1,044,454) (875,683)
877,813 1,628,567 1,162,488
124,391 (487,064) - (498,668)
753,422 § 2,115,631 1,661,156
$ 016 $ 049 § 0.49
$ .014 § 040 § 0.36
4,579,129 4,295,697 3,403,152
5,300,646 5293114 4,587,966

For the Years Ended December 31,

4




Balar!cq at December 31, 2003
Net income
Stock-based compensation
Conversion of shares of

preferred stock to common stock
Retirement of preferred stock
Issuance of common stock
Options exercised
Warrant value
Balance at:December 31, 2004 ;,

Net income

Stock-based compensation

Conversion of shares of
preferred stock to common stock

Retirement of preferred stock.

Options exercised ’

Tax effect of options exercised

Balance at December 31, 2005

Net income
Conversion of shares of

preferred stock to common stock

Options exercised

Options issued

Tax effect of options exerc:sed
Balance at December 31, 2006

Consolidated Statements of Stockholders’ Eqmty,‘

For the Years Ended December n, 2006 2005, and 2004

COLONIAL COMMERCIAL CORP. AND SUBSIDIARIES

.

r

The accompanying notes are an integral part of these consolidated financial statements.

'Number of shares
- Redeemable Redeemable
Convertible Convertible e Total
Preferred Common Preferred Common  Additionat Paid- Accumulated  Stockholders'
Stock Stock Stock Stock +, In Capital . Deficit Equity
1466792 2403318 § 73340 § 120166 § 9.259013°§ (8481538) 5 . 97098l
- - - 1,661,156 1,661,156
- . (162,025 . C 62,025
C (83623) 83623 (4.181) 4,181 - SRR .
. (592,730) - (29,637) - (326002) ' L, (355639)
' - 1,620,000 - 81,000 1,554,000 . 1,635,000
- 51,500 . 2,575 10,300 © oo 12,875
- - - . " 18750075 - Do 187,500
790,439 4,158441 39,522 207,922 10,746,836 .. ..(6,820,382) 4,173,898
2 ; el e 2115631 2,115,631
. - (74,450) . (74,450)
(298,018) 298,018 (14,901) 14,901 - . -
(7 700) - (385) . (15,015) - {15,400)
RRERT 88,000 -, 4400 17,600" - 22,000
. . RO LT L gyt e 2T (48,112)
484,721 4,544,459 24.236 227,223 10,626,859 {4,704,751) 6,173,567
I !J ! El LI : .‘ ! ‘
it ' Y 1 o T
i T RIIT G treoa L b 7834220 . 753,422
o~ L AL P + Iz
(17.221) 17,221 {861) 861 - .
- 32,000 - 1,600 6,400, - 8,000
- - - - g§aa1z " - 53,412
- - - 4 ‘21,420 ¢t ! - 21,120
467,500 4593680 $ 23375 $ 220684 $ 10707791 $ (3.951,329) § °-7,009.521
N Lo P o
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] Pl ‘
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COLONIAL COMMERC]AL CORP.’AND SUBSIDIARIES
Consolidated Statements of Cash Flows

For The Years Ended December 31,
2006 2005 2004

Cash flows from operating activities: 7
Netincome g . : ' 5 753422 § 2115631 § 1,661,156
Adjustments to reconcile net income to net cash . : '
(used in) provided by operating activities:

Deferred tax benefit - (641,500) {645,600) °
. .. . Stock-based compensation 53,412 (74,450) 62,025
Provision for doubtful accounts 191,357 101,72 - 225,183
Depreciation 457,322 387,719+ 366,223
Amortization of intangibles _ ' 7,834 16,166 26,667
Accretion of debt discount ‘ ' Co 37,500 37500 15625

. Tax effect of options exercised - 21,120 (48,112) -

. Changes in operating assets and liabilities . _ :
Accounts receivable E ' (701,615) {816,853)  (1,745,871)
Inventory {805,048) (1,211,947)  (1,219,492)

. Prepaid expenses and other current assets {2,321) (200,926) (245,054)

: Other assets - noncurrent (66,345) 47,351 (183,183)
Trade payables (1,272,786) 1,270,156 (574,089)
Accrued liabilities H . " (71,984) 303,153 - 230428
Income taxes payablel ' ' ’ {11,142) {23,544) (139,298)
Net cash (used in) provided by openiting activities (1,409,274) 1,262,068 (2,165,280)

Co
Cash flows from investing activities:

Additions to property and equipment (300,504) {401,054) (507,241)
. Acquisition of Speed Queen assets from Goldman Asscciates of NY, Inc, {149,625) - .-
Net cash used in investing activities {450,129) (401,054) (507,241)
" Cash flows from financing activities: .
Issuance of common stock and exercise of stock options 8,000 22,000 1,647,875
Retirement of preferred stock -~ . | ) " o : - (15,400) (355,639)
Repayments of notes payable: includes related party repayments
of $60,389 in 2006, $48,091 in 2005 and $30,000 in 2004, ' (162,586) (141,292) - (105,883)
Issuance of notes payable: includes related party notes
of $0.00 in 2006, $48,480 in 2005 and $1,075,000 in 2004, 13,073 155,699 1,173,392
Issuance of warrants - - 187,500
Repayments under credit facility - term loan/overadvance (562,977) (1,103,690) (572,333)
Borrowings under credit facility - revolving credit 2,432 688 524,466 665,512
Net cash provided by (used in) financing activities 1,728,198 {558,217) 2,640,424
(Decrease) increase in cash (131,205) 302,797 (32,097)
Cash - beginning of period 613,456 310,659 342,756
Cash - end of period 3 482,251 % 613,456 § 310,659

The accompanying notes are an integral part of these consolidated financial statements.
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COLONIAL COMMERCIAL CORP. AND SUBSIDIARIES
Notes to Consolidated Financial Statements
December 31, 2006, 2005 and 2004

1. Summary of Significant Accounting Policies and Practices
() Description of Business )

‘Colonial Commercial Corp. (“Colonial”), through its operating Subsidiaries, Universal
Supply Group, Inc. (“Universal”), RAL Supply Group, Inc. (“RAL”) and American/Universal
Supply Inc. (“American”) (together, the “Company™), is a distributor of heating, ventilation and
air conditioning (HVAC), climate control products, plumbing fixtures and supplies and
appliances to building contractors and other users, which the Company considers ‘its only
industry segment. The Company’s products are marketed primarily to HVAC contractors,
which, in turn, sell such products to residential and commercial/industrial customers. The
Company’s customers are located in the United States, primarily New Jersey, New York and
portions of eastern Pennsylvania. The Company has no long term agreement with any customer.
The Company deals with its customers on a purchase order by purchase order basis. The
Company has no assured stability in its customer base. The Company has no material long term
agreements with any supplier. Certain supplier agreements limit the sale of competitive products
in designated markets that the Company serves. e

(b) Principles of Consolidation

The consolidated financial statements include the accounts of Colonial and its wholly-
owned Subsidiaries. All significant intercompany balances and’ transactions have been
eliminated in consolidation. '

(c) Revenue Recognition

' Revenue is recognized when the earnings process is complete, generally upon shipment
of products in actordance with shipping terms. There are no further obligations on the part ‘of
the Company subsequent to revenue recognition, except for returns of defective products from
the Company’s customers, which are covered-under the manufacturer’s warranty. The Company
will receive a vendor credit from the manufacturer related to the warranted product in question,
at which time credits are issued to the customer. The Company does not provide a warranty on
products sold othe‘f than the warranty provided by the mianufacturer. , -

L} s

(d) Cash Equivalents © - et o

The Company considers all highly liquid investment instruments’ with an original
maturity of three* months or less to be cash equivalents. There were no cash equivalénts at
December 31, 2006 and 20035. v . : - -

Ty

(¢) Accounts Receivable

‘ > - ! S L oo

. Accounts receivable consist of trade receivables recorded at original invoice amount, less
an estimated allowance for uncollectible accounts. Trade credit is generally extended on a short-
term basis; thus trade receivables generally do not bear interest, However, a service charge may
be applied to receivables that are past due. These charges, when collected, are included as other
income. Trade receivables are periodically evaluated for collectibility based on past credit
history with customers and their current financial condition. Changes in the estimated
collectibility of trade receivables are recorded in the resuits of operations for the period in which
the estimate is revised. Trade receivables that are deemed uncollectible are offset against the
allowance for uncollectible accounts. The Company generally does not require collateral for
trade receivables.
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COLONIAL COMMERCIAL CORP. AND SUBSIDIARIES
Notes to Consolidated Financial Statements, Continued
(f) Inventory

Inventory is stated at the lower of cost or market and consists solely of ﬁmshed goods
Cost is determined using the first-in, first-out method. '

Distribution costs of i mcommg freight, purchasing, receiving, mspect1on warehousmg
and handling'costs are included in selling, general and administrative expenses. Such'costs were
$431,780, $421,248 and $325 109 for the years ‘ended December 31, 2006 2005 and 2004
respectwely

(g) Pro r_pertv and Egumment

1 S, . NEE

" Property and equipment are stated at cost. - Depreciation is calculated on the stralght-lme
method over the estimated useful lives of the assets as follows .

Computer hardware and soﬁware S o _ *.3-5 years E -i .
Fum1ture and ﬁxtures ; o : : o 5 yea;‘sl“ -‘t '
Automoblles T ' o . - ‘3.I5 years " . o ..
Showroom ﬁxtures and displays  3yéars. -

- .
Leasehold 1mprovements are amortlzed over the shorter of the lease term or the estlmated
useful life of the asset. . :

(h) Goodwill and Other Intangible Assets L AU

:Statement of Financial Accounting Standards (SFAS) 142, "Goodw1ll and Other
Intangtble Assets,". requires that goodwill be tested for impairment at least annually Intangible
assets determmed to have ﬁmte lives are amortlzed over their remaining useful lives. The
Company has determined Umversal and RAL are reporting units. '

4

(l)StOCkOQtlon S . . o

‘Prior to January 1, 2006, the Company used the intrinsic-value method of accountmg for
stock-based awards granted to employees In accordance with SFAS No. 148, “Accounting for
Stock Based Compensation — Transition and Disclosure,” the following table presents the effect
on net,income and net income per share, had compensation cost for the Company’s stock plans
been determmed consistent with SFAS No. 123, “Accounting for Stock-Based Compensation”.

On January 1, 2006, the Company adopted the modified prospective application method
of SFAS No. 123(R), “Share-Based Payment”, which establishes standards, for. transactions in
which an enttty exchanges its equity instruments for goods or services. This standard requifes an
entlty to measure’thé cost of employee services received in exchange for an award of equity
instruments based on the grant date fair value of the award. This elimindtés the exception fo
account for such awards using thé intrinsic method previously allowable undet APB‘Oplmon No
25 SF AS No. 123 (R) will be effectwe for the ﬁrst penod aﬂer December 31, 2005

4 N ' . i
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COLONIAL COMMERCIAL CORP. AND SUBSIDIARIES
Notes to Consolidated Financial Statements, Continued

The following table illustrates the effect on net income if the fair-value-based method had
been applied to all outstanding and unvested awards in each period.

b C : 12005 200
Net income, as reported .. : r . $2;115,631° 31,661,156 .
Add: Stock-based compensation related to option repricing (74.450) - 62,025
b o .. Proforma , - $2041,181  $L,723.18]
Basic net income per common share - .
i : N L .
As reported e %49 $'.49
' 1. ' ' ' LA ' . PR ' o .
T . : Pro forma - ; $48 . -§ .51
- . . . ] 5. L R . v - '|~ .
Diluted net incofne per common share : - '
As reported $.40 $ .36

:  Pro forma T 8397 0§ 38
R A - .

3

() Net Income: Per Common Share - SRR T Ce "

Basic mcome per ‘.hare excludes any dilution._ It ‘is based upon the welghted average
number of common shares outstandmg during the perlod Dllutlve earnings per share reflect the
potential dilution that would occur if securiti€s or other contracts to 1ssue common stock were
exercised or converted into common stock.

-, . ar

.. aiis

e - [

(k) Income Taxes

Income taxes are accounted for under the asset and hablllty method. Deferred tax assets
and habr]mes are recogmzed for the future tax consequences attributable to differerices between
the fmanc1al statement carrying amOunts of existing assets and liabilities and their respective'tax
bases and operatmg loss and tax’ eredit carryforwards Deferred tax assets and liabilities are
measured using “énacted tak rates expected to apply to taxable income in the ‘years in which those
temporary differences are expected to be recovered or settled. The effect on deferred tax assets
and liabilities of a changc im° tax rates 1s recogmzed 1n income in the penod that mcludes the
enactment date. - L e !

The Company récords a valuation allowance agamst any portion of the deferred mcome
tax asset when it believes, based on the weight of available evidence, it is more hkely than not
that some portion of the deferred tax asset will not be realized.
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COLONIAL COMMERCIAL CORP. AND SUBSIDIARIES
Notes to Consolidated Financial Statements, Continued

(1) Impairment of Long-Lived Assets and Long-Lived Assets to Be Disposed Of

Long-lived assets, such as intangible assets, furniture, equipment and leasehold
improvements, are evaluated for impairment when events or changes in circumstances indicate
that the carrying amount of the assets may not be recoverable through estimated undiscounted
future cash flows from the use of these assets. When any such impairment exists, the related
assets will be written down to fair value.

(m) Use of Estimates

The preparation of the financial statements in accordance with accounting principles
generally accepted in the United States of America requires management to make estimates and
assumptions that affect the reported amounts of assets and liabilities and disclosure of contingent
assets and liabilities at the date of the financial statements and the reported amounts of revenues
and expenses during the reporting period. Actual results could differ from those estimates.

(n) Recent Issued Accounting Pronouncements

In June 2006, the FASB issued FASB Interpretation No. 48, Accounting for Uncertainty
in Income Taxes-an interpretation FASB No. 109 (“FIN 48”), which prescribes accounting for
and disclosure of uncertainty in tax positions. This interpretation defines the criteria that must be
met for the benefits of a tax position to be recognized in the financial statements and the
measurement of tax benefits recognized. The provisions of FIN 48 are effective as of the
beginning of the Company’s 2007 fiscal year, with the cumulative effect of the change in
accounting principle recorded as an adjustment to opening retained earnings. The Company is
currently evaluating the impact of adoptmg FIN 48 on the Company’s consolidated financial
statements.

In September 2006, the FASB issued Statement of Financial Accounting Standards No.
157, Fair Value Measurements, (“SFAS 157"). This Standard defines fair value, establishes a
framework for measuring fair value in generally accepted accounting principles and expands
disclosures about fair value measurements. SFAS 157 is effective for financial statements issued
for fiscal years begmmng after November 15, 2007 and interim periods w1th1n those fiscal years.
The adoptlon of SFAS 157 is not expected to have a material impact on the Company’s financial
position, results of operations or cash flows.

2. Business Acquisitions and Discontinued Operatlon

On January 28, 2002, Atlantic, a wholly-owned Subsidiary of the Company, filed a
voluntary petition with the U. S. Bankruptcy Court for the Eastem Dlstnct of New York to
reorgamize under Chapter 11 of the U. S. Bankruptcy Code. On May 18, 2005, the United States
Bankruptcy Court for the Eastern District of New York dismissed the petition. Atlantic is a
discontinued operation and has no assets. Neither Colonial Commercnal Corp nor any of its
other subsidiaries were part of the Chapter 11 filing.

. The Company s investment in Atlantic’s common stock was recogmzed at a cost value of
$219, 007 of guaranteed liabilities as of December 31, 2002. Colonial recognized the $219,007
of guaranteed liabilities of Atlantic until June 2004, at which time the Company settled the claim
for $161,000 and recognized a gain of $58,007.
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3. Property and Equipment L e
.. Property and equipment consists of the following atlDe_cemb'eI: 3l .

L 2006 e e 672005, o+
- Computer. hardware and software .. . $1,040,441 ° .§ 884,011 . e
- Furniture and fixtures. Aot 000 1, 9]1,558: - 85,180 A

[P

Leasehold improvements oo 1,410,425 -+ 0 1,361,620

Showroom fixtures and dlsplays oo 179606 0 ot 2 00 - o
Automoblles LT . ¢ 550,829 v+ 560484 - L o o
: ' R T "3172859» rore 2,891,295 0 s L
Less accumulated'deprecia,tion A " T

. +and amortization - - - 1,660,193 660 193 l,22l,811a, e
4, (‘)th'ei"lntangv'ible Assets | . SRR s ’. -—J' Doalin

f

The Company has certain identifiable’ mtanglble assets‘that-are subject to amortization.
Intanglble assets are’ mcluded m “Other mtanglbles” in the consohdated balance sheets The

components of intangible assets are as follows: ' »
. December 31, 2006  December 31, 2005
. » T IR P ¢ SR ” . " Estimated
s . Gross . Net. '+ " Gross : . , Net. - '~ ‘Useful .+
r . -Carrying . Accumulated .Camrying, ', Carrying ‘At‘:cqmplated (_Zprrying ... ., Life.
Amount _ Amottization _  Amount . Amount_, Amortization  Amount _ (Years)
] T > B g T B T = T T Y
Covenants ' ' T T R I S O S
Notto -+~ ° ) L P AL Tt , " TR

Compete . $241,667 $(238 167) $3 500 $241 (56'1"r $(230, 333) . 811334 . v 5

R . L

. i -~
e . .
- t " . ;_ ‘ '

- Ry

Amortlzatlon expense amounted to $7:834; $16:166 and $26 667 for the years ended
December 31,2006, 2005 and 2004, respectlvely arer by

" Estimated Amortization Expense U '
For the Years Ended December 31,
2007 $ 2,000
2008 1,500
3§ 3.500



COLONIAL COMMERCIAL CORP. AND SUBSIDIARIES
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5. Financing Arrangements oo LTl

The Company has a total secured ‘loan facility of $15,000,000 pursuant to a credit and
security agreement (“Agreement”) with Wells Fargo Business Credit, Inc. (“Wells”) consisting
of a revolving line of credit including a $2,000,000 two-year term loan. Final payment of the
term loan was made in July of 2006. The revolving credit line bears interest at .25% below
prime, and the term loan bore interest at .50% above prime. On May-11,:2006 the Company
received a $500,000 overadvance, payable in equal installments of $12;500 each business-day
commencing July 11, 2006. The overadvance was paid in full on September 5, 2006. Effective
June 23, 2006, the Agreement was amended to extend the maturity date from August 1, 2009 to
August 1, 2010. The facility consists of a $15,000,000 revolving line of credit which expires-on
August 1, 2010. The Company has standby letters of credit which expire on July 31, 2007 and
September 1, 2007, that reduce the credit facility by $300,000 and $100,000, respectively, and
additional reserves determined by the bank that reduce the credit facility by $100,000.
Availability under the revolving credit line is determined by a percentage of available assets as
defined in the Agreement, less letters of credit and reserves; and was $142,216 as of December
31, 2006. The balance outstandmg under the ‘revolving line of credit was $13,615, 696 as of
December 31, 2006. The interest rate on the revolving credit facility, as of December 31, 2006
was 8.0%.

Substantially all of the assets of the Company, as well as a pledge of the stock of Colonial
Commercial Corp.’s operating subsidiaries, collateralize the loans. The facility contains
covenants relating to the financial condition' of the Company, its' business operations, and
restricts the payment -of dividends, subordinated debt, purchase of securities, and capital
expenditures, The Company must maintain a tangible net worth of approximately $3.8 million
for the fiscal year ending December 31, 2006. In addition, the Company is required to maintain
. certain levels of net income and cash flows,.as defined in the agreement. All loans are due on
demand by the bank, and accordingly, have been classified as current liabilities. In the event that
Mr. Pagano no longer performs the duties.of the President of Universal or the Vice President of
RAL or American for any reason other than death or disability, the Company, will be-considered
in default of its credit agreement with Wells Fargo Busmess Credlt Inc unless a waiver is
obtained. -

o
A
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6. Notes Payable :
Notes payable consist of the following at December 31: "

Various term notes payable, (collateralized by the equipment
purchased) with aggregate monthly principal and .interest
installments of $6 378 and $8,760 for 2006 and 2005, respectwely,
bearing interest between .9% to 5.9%*

Subordmated term note payable to a private inidividual, $30,000 -

annual principal payment, interest at 9% payable monthly. **

Lot

Subordinated term note -payable ‘to an investment company,.:
$30,000 annual principal payments, interest at 9% payable.

monthly.

Term notes payable to private investors, subordinated unsecured
convertible notes payable, bearing interest at 11% per annum,
interest payable quarterly, with 50% of the principal payable on
June 1, 2008 and the balance on June 1, 2009. The notes are
convertible into 175,000 shares of common stock at $3.00 per
share during the term of the notes.***

Term note payable of $750,000 to a corporation, subordinated
secured note payable bearing interest at the prime rate and

" payable quarterly, pnncnpal payable on Juné 30, '2008" and *

warrants to purchase 150,000 shares of commeon stock at $3.00 per

o

share expiring June 30, 2008. The warrant was initially recorded at .

a fair value of $187,500 and recorded as'a discount from the face

value of the note and an increase to additional paid in capital, The
discount is being accreted over the term of the note as additional
interest expense. The Company recorded $37,500 and $37,500 in

" interest expense dunng 2006 and 2005 reSpectwely, related to the '

-warram**u o L '

Less current-installments ' ) e

2005
S 155,808  § 245321
60,000 90000
60,000 190,000
525,000 525,000
(653,125 615,625 °
1453933 1.565,946.
136539 . - 165,112

S1317394 - SI400834 -

*Included in 2005 m the above term note payable 1s $30 389 bearmg mterest at 9% to a company

owned by Paul Hildebrandt, who isa related party.

**The term note payable be armg mterest at 9% is to Paul Hrldebrandt who is a related party.

***Included in the above term note payable bearing interest at 11%, are five notes considered to
be related party transactions; $100,000 term note payable to William Pagano,.President of
Universal and Director of the Company, $50,000 term note payable to William Salek, Chief
Financial Officer and Secretary of the Company, $100,000 term note payable to Rita Folger,
beneficial owner of greater ‘than 5% of the Company, $25 000 term note payable to Eileen
Goldman, the wife of Mlchael Goldman and $50,000 tenn note payable to Paul Hildebrandt.

" TN
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COLONIAL COMMERCIAL CORP. AND SUBSIDIARIES
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****The term note payable bearing interest at prime rate is to Goldman Associates of NY, Inc.,
in which Michael Goldman is President, is also considered a related party. Pursuant to the
Private Placement Agreement, Goldman Associates agreed that it and its affiliates will not until
May 31, 2008 without the prior written consent of the Board of Directors of the Company (i)
acquire, agree to acquire or make any proposal to acquire any voting securities or assets of the
Company or any of its affiliates, (ii) propose to enter 1nto any merger, consolidation,
recapitalization, business.combindtion, or other similar fransaction involving the Company or
any of its affiliates, (ii1) make or in any way participate in any ‘“solicitation” of “proxies” (as
such terms are used in the proxy rules of the Securities and Exchange Commission) to. vote or
seek to advise or influence any person with respect to the voting of any voting securities of the
Company or any of its affiliates or (iv) form, join or in any way participate in a “group” as
defined in Section 13(d)(3) of the Securities ‘Exchange Act-of 1934, as amended, in-connection
with any of the foregoing or (v) advise, assist or encourage any other persons in connection'with
the foregoing. : '

Maturities of notes payable are as follows:
2007 ‘ -$ 136,539

2008 - | 1,033,384 -
2009 ‘ 277,991
2010 ! ‘ 6‘019
$1.453.933
7. Capital Stock IR 1 .

Each share of the Company $ convertlble preferred stock is convertrble into one share of
the Company’s common stock. Convertible preferred stockholders wrll be entitled to a d1v1dend
based upon a formula, when and if any dividends are declared on the Company’s common stock.
The convertible preferred stock is redeemable, at the option:of the Company, at $7.50 per share.
The shares contain a liquidation preference provision. entrthng the holder to recelve payments
equaling $5.00 per share. o :

The voting rights of the cornmon stpck.holdersand preferr_ed_ stockholders are based upon
the number -of shares of convertible preferred stock outstanding. There are currently less than
600,000 shares of convertible preferred stock outstanding. The Company's Restated Certificate
of Incorporation provides that the Board of Directors is to consist of one class of Directors if
there are less than 600,000 shares Convertible Preferred Stock outstanding. As of December 31,
2006, the number of preferred shares outstanding was 467,500; accordingly,.the Board of
Directors to be elected at the 2007 annual shareholders’ meetlng will consist of one class of
Directors elected by the holders of common stock and convertible’ preferred stock votlng together
as one class on a share for share basis.’ o !

At December.31,: 2006, there were 906,500 shares of common stock reserved for
conversion of preferred stock and for the exercise of vested stock optlons, convertible notes and
warrants. .~ - . S S

" Messrs ‘Goldman, Korn, Pagano, Rozzi, and Mrs. F olger each signed a stock purchase
and sale standstill agreement in which they agreed until May 31, 2008 not to purchase any stock
without written consent from the Company and they will not sell any stock to anyone when such
a sale would create a new 5% shareholder unless such person first enters into a similar standstill
agreement.
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8. Equity Transactions

During the year ended December 31, 2006, the Company issued 32,000 shares of
common stock pursuant to the exercise of stock optnons On April 3, 2006, Ronald H. Miller
obtained 12,000 shares of common stock, by exercising 12,000 outstanding stock options. Mr.
Miller is a Director of the Company. On April 17, 2006; Jack Rose obtained 12,000 shares of
common stock, by exercising 12,000 outstanding stock options. Mr. Rose was a Director of the
Company at the time of the transaction. On May 16, 2006, a non-executive employee..of the
Company obtained 4,000 shares of common stock by exercising 4,000 outstanding stock options.
On May 31, 2006, a non-executive employee of the Company obtained 4,000 shares of common
stock by exercising 4 ,000 outstandlng stock options.

During the year ended December 31, 2006, holders of a total of 17 221 shares of
redeemable convertible pr efen‘ed stock. converted these shares into 17 221 shares- of Common
Stock.

9. Stock Option Plans

In June 1996, the Company adopted the 1996 Stock Optlon Plan (the “1996 Plan”) to
grant options to key employees and other persons who render service {non- employee) to the
Company. The ability to grrant optlons under this plan expired on December 31, 2005.

At December 31, "006 a total of 74,000 options were outstanding under the Company s
1996 Stock Option Plan, which have expiration dates ranging from 2009 to 2013.

On September 29, 2006, the Company adopted the Colonial Commercial Corp. 2006
Stock Plan, (the <2006 Plan™). The 2006 Plan enables the Company to grant equity and equity-
linked awards to our Directors, officers, employees and other persons who provide services to
the Company. The 2006 Plan is intended to allow us to provide incentives that will (1)
strengthen the desire of highly competent persons to provide services to us and (2) further
stimulate their efforts on our behalf.

The following is a summary of certain provisions of the 2006 Plan. |

Shares Available. The maximum number of shares of common stock that may be
delivered under the 2006 Plan is 1,000,000, subject to adjustment for certain specified changes to
the Company's capital structure. As of December 31, 2006, 900,000 options were available to be
issued.

Eligibility. All directors, officers and other employees and other persons who provide
services to the Company are eligible to participate in the 2006 Plan.

Administration. The administrator of the 2006 Plan will be the board or any other
committee which the board designates to serve as the administrator of the 2006 Plan.

Types of Awards. The types of awards that may be made under the 2006 Plan are stock
options, stock appreciation rights, restricted stock awards, and stock units. The board or the
committee that administers the 2006 Plan will fix the terms of each award, mcludlng, to the
extent relevant, the following: (1) exercise price for options, base price for stock appreciation
rights, and purchase price, if any, for restricted stock awards, (2) vesting requirements and other
conditions to exercise, (3) term and termination, (4) effect, if any, of a change of control and (5)
method of exercise and of any required payment by the recipient.
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Term of Plan. No award may be granted under the 2006 Plan after the close of business
on the day immediately preccdmg the tenth anmversary of, the adoption of the 2006 Plan.
However, all awards made prior to such time will remain in effect in accordance with thelr terms.

- On December 6, 2006, 100,000 10-year options were granted to independent dlrectors at
the closing market price of that day, or $1.85, 40,000 options vested immediately and 20,000
options vest and become exercisable on each of the first three anniversaries of the grant date. If
an independent director resigns, their unvested options are immediately forfeited and they have
60 days to exercise therr vested optlons :

$

The Company uses the Black-Scholes valuation method to estimate the fair value of stock
options at the grant date. The Black-Scholes valuation model uses thé option exercise price and
the number of options expected to be exercised as well as assumptions related to the expected
price volatility of the Company’s stock, the rate of retum on risk-free investments, the period
during which the options will be outstanding, and the expected dividend yield for the Company’s
stock to estimate the fair value of the stock option on the grant date. The fair. value of the stock
options, which are subject to grading vesting, is expensed ona stralght line bas1s over the vesting

'llfe of the stock options. ' : ‘ S ,

The fair value of each, option granted on December 6, 2006 under the 2006 Stock Plan
was estlmated usmg the Black- Scholeq optlon pricing model and the followmg assumptlons

2006
Historical stock price volatility ‘ 160:50%
Rrsk-free mterest rate - | 4.44%_‘
' Expected hfe (in ye ars) - < ' 6.347‘ =
Dividend yield - ' , _ 0.00l |

The valuation assumptions were determined as follows: !

Historical stock price volatility: The Company uséd the daily closmg stock prices to
calculate historical annualized volatility.

Risk-free interest rate: The Company bases the risk-free interest rate on the interest rate
payable on U.S. Treasury securities in effect at the time of the grant for a period that is
commensurate with the assumed expected option life.

Expected life: The expected life of the options represents the period of time options are
expected to be outstandlng The Company uses historical data of prev1ously issued optlons to
estimate.expected option life.

Dividend yield: The estimate for dividend yield is 0.00, because the Company has not
historically paid, and does not mtend for the foreseeable future to pay, a d1v1dend
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+ » Changes in options cutstanding-are as follows:

Weighted Aggregate
Shares.Subject to ' Average Intrinsic
- Option . Exercise Price Value
Balance at December 31, 2003 245,500 0.25
Options Exercised. * .19 - (51,500 0.25
Balance at December 31 2004 ; +194,000 . 0.25 .
Options Exercised .. .. (88000 . 0325
Balance at December 3’1.,‘2005 . 106,000 0.25
B ' ‘- f.
Options Exercised* i (32,000) 0.25
' K ko Cdny . ' r
Optidns‘Gi-am'ed Tk .+ _100,000 1.85
. " J'“'l : . . ’ [y ! " :tﬂ
Balance at December 31, 2006 174,000 e 1.17 $330 600"
Exercisable at December 31, 2006 . 114000 ¢ - 081 ° ° $216,600

Prior to January 1, 2006, the Company used the intrinsic method prev1ous]y allowed
under APB Oplmon No. 25 to value options. The number of options outstanding under the
variable pricing method as of December 31, 2005 and 2004 were 43,000 and' 110 000
respectively, which caused the Company to incur additional stock-based compensatlon income
(expense) of $74,450 and $(62,025) for the years ended December 31, 2005 and 2004,
respectively.  As of January 1, 2006 all options outstanding were fully vested therefore the
Company was not required to make a stock compernsation expense entry under the rules of SFAS
No. 123(R).

The Company did incur stock-based compensation expense of $53,412-and unearned
compensation of $80,118 which is expected to be recognized over of period of three years as of
December 31, 2006 under the modified prospective application method of SFAS No..123(R) for
options granted on December 6, 2006.

i -

On January 22, 2007, a Director resigned and his 10,000 shares of Common Stock
issuable upon exercise of his options expire sixty days after his resignation. In’ addition, his
15,000 options that vest over three years were forfeited on his date of re51gnat10n On January 2,
2007 an employee exercised 52,000 options.

fa
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The following table summarizes information about stock options at December 31, 2006:

Optith Outstanding and Exercisable

Weighted Average
Range of ‘ Remaining Weighted Average
Exercise Prices Shares Contractual Life Exercise Price
$ 25 74,000 5.03 $ .25
$ 1.85 40,000 9.94 $1.85

Options Qutstanding and Non-exercisable

$1.85 60,000 9.94 " $1.85

10. Net Income Per Common Share

Basic net income per share is computed by dividing income available to common
shareholders by the weighted-average number of common shares outstanding. Diluted earings
per share reflect, in periods in which they have a dilutive effect, the 1mpact of common shares
issuable upon exercise of stock options.

A reconciliation between the numerators and denominators of the basic and .diluted
income per common share is as follows;

_ 2006 2005 2004
Net income (numerator) $ 753422 $211563]1 § g,gg L1 ;g
Weighted average common shares
_(denominator for basic income o
_per share) 4,579,129 4,295,697 3,403,152
Effect of dilutive securities:
‘Convertible preferred stock : 472,451 - 683,695 918,778
Convertible notes 175,000 175,000 72,931
Employee stock options 74,066 138,722 193,105
Weighted average common and

potential common shares

outstanding (denominator for

diluted income per share) 5,300,646 5,293,114 4,587,966
Basic net income per share S.16 $.49 $.49
Diluted net income per share 5.14 540 3 .36
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11. Income Taxes- . | - T bl YoF e, R L
The provision for income taxes consists of the following;” * vE
2006 2005 2004
State State b State
. And ' And e e "« And”
o Federal Local Total Federal Locat Total - Federal* t Local Total
Current $17.699  $106,695 $124,394 $(16,239) $170,675 § 154,436,‘ $. 9,000, $137,932. $ 146,932
Deferred . .- oy - . (641,500) - . (641, 500), {645, 600) - {645,600)

Total tax expense

(benefit) $17,699 8106695 - .’ §124,394

The components of deferred income tax benefit are as follows

4’

Deferred tax expense (beneﬁt) excluswe of the effects of the other

¢omponents listed below L

2006

Decrease in beginning-of-the-year balance of the valuation allowance for

deferred tax assets ,
. (' .

(Jeneranon of continuing operations net operating loss carryforward

.
o st PR

1 »*
T . [
Tax provision at Federal statutory rate
Utilization of net operating loss

Staté income taxes, net of federal benefit

.

H
v

Change in valuation allowance for deferred tax assets’

Permanent differences .
Other ‘
Total

- o ool T

+
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*

H

)

n.

(64! 500); ,

3

LTS

ﬂﬂ&!ﬂ_ﬂl@ﬂﬂ&iﬂ M&Mﬂﬂ.@l

0.5, . 0
Ay
| l(6'45,600)
e ’ o

30 5(641,500)  $(645,600)
A reconciliation of the, provision. for income taxes computed at the; Federal statutory rate to the
reported provision for mcome taxes follows:

- .

s ', . s B .
- 2006 << 2005 2004
et HPE LR
34.00 % 3400% ,, 34. 00 %
(G4.00)%  (3400)%  (34.00)%
. B02% B 6.90%'3“ 6.00 %
o 0:00% «(39.3Y% - (49.70)%
167% . 5170%.. 0.00 %
448% . 080%, .._0.80 %
1417%  (2990)% = (42.90)%
1 L.
a3 - .." ¢
= Fay .
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The tax effects of temporary differences that give rise to significant portions of the
deferred tax assets and liabilities at December 31, 2006 and 2005 are presented below.

! 2006 2005
Current Deferred Tax Assets:

Federal net operating loss carryforwards $ 420,000 $ 637,500
Current Deferred Tax Assets $ 420,000 $ 637,500
Non-current Deferred Tax Assets: '

Federal net operating loss carryforwards . $ 9,937,591 $ 10,718,325

State net operating loss carryforwards _ 75,121 , 64,435

Allowance for doubtful accounts 107,647 114,837

Additional costs inventoried for tax purposes . , ‘ . 553991 , 562,998

Altemnative Minimum Tax Credit Carryforward 47,467 46,243

Compensation ' 206,031 204,428

Rent ' 64,557 ¢ - 57320
Non-current Deferred Tax Assets 10,992,405 11,768,586
Non-current Deferred Tax Liabilities: .

Goodwill : {755,542) ©(667,224)

Depreciation (47.483) - _(162.985)
Non-current Deferred Tax Liabilities (803,025) {830.209)
Non-current Deferred Tax Assets : 10,189,380 10,938,377
Less Valuation Allowance (8.900,880) (9.867.377)

‘Net Non-Current Deferred Tax Assets $ _1.288,500 $ _1,071,000

As of December 31, 2005, management reassessed its future income projections and
increased the deferred tax asset by $641,500 to $1,708,500. As of ‘December 31, 2006,
management once again assessed the deferred tax asset and determined that the net asset should
remain unchanged and that the valuation allowance should be reduced by approximately
$970,000. -

As of December 31, 2006, the Company’s net operating.loss carryforwards for federal
income tax purposes were approximately $28,589,000. Various amounts of net operating loss
carryforwards will expire from 2007 through 2022. Approximately $4.3 million net operating
loss expired during the fiscal year ended 2006.

Expiration Year Net Operating Losses
2007 $ 4,945,000
2008 415,000
2020 5,960,000
2021 2,737,000
2022 14.532.600
$.28.589,000

The utilization of the net operating loss carryforwards is subject to certain annual
limitations. If certain substantial changes in ownership occur, there would be a further annual
limitation on the amount of tax carryforwards that can be utilized in the future.

Universal’s Sales and Use Tax audit conducted by the State of New Jersey, Department
of Treasury, Division of Taxation, for Sales and Use Tax for the years 2001, 2002, 2003 and
2004 was completed in June 2006. The State assessed the Company $111,686 which included
interest and penalties. Of this amount, $50,000 was charged against the Company’s tax reserve
that was set in 2005, $41,382 was invoiced to customers who were responsible for this tax and
the Company incurred a charge for the balance of $20,304 in 2006.
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Universal was recently under examination for New York State income tax for the years
2003 through 2005. The State auditors have concluded that there will be no income tax
adjustments related to this examination.

American recently closed a sales tax examination with an amount of $2,398 for additional
taxes and interest due for the period of March 1, 2003 through May 31, 2006..

In addition, RAL is scheduled for examination for New York State sales tax for the
period March 1, 2004 through February 28, 2007. The audit has not yet begun'and the Company
does not expect there to be significant exposure. .

12. Fair Value of Financial Instruments

Statement of Financial Accounting Standards No.107, “Disclosures about Faii‘_Value of
Financial Instruinents defines the ‘fair value of a financial instrument as the amount at which
the instrument could be exchanged in'a current transaction between willing parties. The carrying
value of all financial instruments classified as current assets or liabilities is deemed to
approximate fair value, with the exception of the notes payable, because of the short term nature
of these instruments.

The fair value of long-term debt is based on current rates at which the Company could
borrow funds with similar remaining maturities. The Company believes the fair value of long-
term debt approximates the book value.

13. Supplemental Cash Flow Information

The following is supplen;ental information relating to the consolidated statements of cash
flows:

Cash paid during the years for: 2006 2005 2004
Interest T $1290,724 _ $971,629 _ $852,288

Income taxes o © % 104,932 $308,585 - $173,665
Non-cash transactions:

Duﬁng 2006, 2005 and 2004, there were 17,221, 298,018 and 83,623 shares, respectively,
of convertible preferred stock that were converted to a similar number of common shares:

14. Emplovee Benefit Plans

401(k) Plan

The Company has a 401(k) plan, which covers substantially ali employees. Participants in
the plan may contribute a percentage of compensation, but not in excess of the maximum
allowed under.the Internal Revenue Code. The plan provides for matching conmbutlons uptoa
maximum of 3% of employees’ qualified wages. In 2006, 2005 and 2004, $180 7]2 $183, 269
and $169,319, réspectively, of contributions were made to the plan.

15. Business and Credit Concentrations

1

The Company purchases products from pnman]y 275 suppliers. In 2006 two suppliers
accounted for 34% of the Company’s purchases. The loss of one or.both of these suppliers could
have a material adverse effect upon its business for a short-term period. In 2005, two suppliers
accounted for 37% of the Company’s purchases In 2004 two supphers accounted for 38% of
the Company’s purchases R : . :
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16. Commitments and Contmgencles ot T o, o

(a) Comgensatlo ' R T : - .

~ The Company has employment contracts with two ofﬁcers and various employees w1th
remaining terms rangmg from one to four years The' amounts due undér these contracts are
$770,000, $545,000, $545,000, and $400,000 in the years erided December 3 1,-2007, 2008, 2009°
and 2010, respectively., These commitments do not include amounts that may be earned as an
annual incentive compensation award : : oo L.

(b) Leases L PR o

The Company recorded lease payments via the straight line method: and, for leases, with ’
step rent provisions whereby.the. rental payments increase oyer the life of the lease, the Company
recognizes the total minimum lease payments on a stralght-lme basis over the lease term. The

' Company is obllgated under operating leases for warehouse, office facilities and certa:n office

equiprient which amounted to $3,098,491, $2 997,887 and $2,705,911 for the years ended
December 3], 2006 2005 and 2004, respectlvely At December 31, 2006, future minimum lease
payments in the aggregate and for each of thé five succeeding years are as follows '

, .. o207 $ 3,287,845
o T 2008 o 2,660,307 -
o " 2009 © 186361470 0

2010 1,482,648 -
2011 .7 1,196,571 -
Thereafter _ _2.946.864
Totalw =~ = - $ 13,437,849

(c) Private Placement

On July 30 2004, the Company completed a private placement w1th Michael Goldman
and Goldman Assocnates of New, York, Inc. pursuant to Regulation D of the Secunities Exchange
Act of 1933. For total consideration of $1,500,000, the Company issued to Goldman Associates
of New York, Inc. 600,000 shares of common stock at $1.25 per share, a $750,000 subordinated
secured note payable; earning interest at.the prime rate, interest payable quarterly, principal
payable Juné 30, 2008, and warrants to purchase 150,000 shares of common stock at $3.00 per
share expmng "June 30, 2008. The $187,500 estimated value of the warrants was accounted for
as an increase to additional paid in capital and as a discount to the note payable. ~ _.°

On July 29, 2004, the Company completed a private placement, pursuant to Regulation D

.of the Securities Exchange Act of 1933. The Company raised $1,050,000 through the issuance

of 420 000 shares of common stock at $1 25 per share and the issuance of $525,000 of.
subordmated unsecured convertible notes payable (“Notes”) bearing interest at 11% per annum,

interest payable quarterly, with 50% of the principal payable on June 1, 2008 and the balance on
June 1, 2009. The Notes are convertible into 175 000 shares of common stock at $3.00 per share
dunng the term of the Notes.

On February 12, 2004, the Company completed a private ‘placement, pursuant to
Regulation D of the Securities Act of 1933. The Company raised $360,000 through the issuance

- of 600,000 shares of common stock at $0/60 per share. Bernard Korn (Chairman and President

-of the.Company),« purchased 165,000 shares, William Pagano (Director -of the Company and
-President of Universal), purchased 165,000-shares, Michael Goldman (appointed Director of the

Company on September 29, 2004) purchased 170,000 shares and Rita Folger (a private investor,
who owned 9.42% of the Company as of that date), purchased 100,000 shares.

F-22




COLONIAL COMMERCIAL CORP. AND SUBSIDIARIES
Notes to Consolidated Financial Statements, Continued

The Company has used substantially all of the proceeds from the February 12, 2004
private placement to purchase 592,730 shares of escheated convertible preferred stock at $0.60
per share from the State of Ohio. The Company has retired these convertible preferred shares. .

The stock from the private placement cannot be sold, transferred or otherwise disposed
of, unless subsequently registered under the Securities Act of 1933 and applicable state or Blue
Sky laws, or pursuant to an exemption from such registration, which is available at the time of
desired sale, and bears a legend to that effect.

(d) Litigation

Universal Supply Group, Inc. is a New York corporation (“Universal”). On June 25,
1999, Universal acquired substantially all of the assets of Universal Supply Group, Inc., a New
Jersey corporation, including its name, pursuant to the terms of a purchase agreement. The
Company filed a copy of the purchase agreement with the Securities and Exchange Commission
on March 30, 1999 as Exhibit 10(g) on Form 10KSB, and the Company filed a copy of an
amendment to the purchase agreement on July 9, 1999 as Exhibit 10(a)(ii) on Form 8-K.
Subsequent to the sale, Universal Supply Group, Inc. (the selling corporation) formerly known as
Universal Engineering Co., Inc., changed its name to Hilco, Inc. Hilco, Inc. acquired the assets
of Amber Supply Co., Inc., formerly known as Amber Qil Burner Supply Co., Inc., in 1998,
prior to Hilco’s sale of assets to Universal. Hilco, Inc. is hereinafter referred to as the
“Predecessor.” The majority shareholders of Hilco, Inc. were John A. Hildebrandt and Paul
Hildebrandt.

The Company understands that Predecessor and many other companies have been sued in
the Superior Court of New Jersey (Middlesex County) by plaintiffs filing lawsuits alleging injury
due to asbestos. Currently, there exist 93 plaintiffs in these lawsuits relating to alleged sales of
asbestos products, or products containing asbestos, by the Predecessor. The Company never sold
any asbestos related products. ’

Of the existing plaintiffs, seven filed actions in 2006, 15 filed actions in 2005, 44 filed
actions in 2004, 24 filed actions in 2003, and three filed actions in 2002. There are 108 other
plaintiffs that have had their actions dismissed and eight other plaintiffs that have settled as of
December- 31, 2006 for a total of $3,313,000. There has been no judgment against the
Predecessor.

M)

Our Universal subsidiary was named by 24 plaintiffs; of these, two filed actions in 1999,
one filed an action in 2000, five filed actions in 2001, eleven filed actions in 2005 and five filed
actions in 2006. Six plaintiffs naming Universal have had their actions dismissed and, of the total
$3,313,000 of settled actions, two plaintiffs naming Universal have settled for $26,500. No
money .was paid by Universal in connection with any settlement. Following these dismissed and
settled actions, there currently exist 16 plaintiffs that name Universal.

As set forth in more detail below, the Company has been indemnified against asbestos-
based claims, and insurance companies are defending the interests of the Predecessor and the
Company in these cases.
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Based on advice of counsel, the Company believes that none of the’ litigation that was
brought against the Company’s Universal subsidiary through December 31, 2006 is material, and
that the only material litigation that was brought against Predecéssor through that date was
Rhodes v. A.O. Smith Corporation, filed on April 26, 2004 in the Superior Court of New Jersey,
Law Division, Middlesex County, Docket Number MID- L-2979-04AS, The Company was
advised that the Rhodes case was settled for $3,250,000 (“Settlement™) under, an agreement
reached in connection with a $10,000,000 jury verdict that was rendered on August 5, 2005. The
Company was not a defendant in the Rhodes case.

On April 29, 2005, prior to the Rhodes case trial, the Predecessor filed a third party
complaint against Sid Harvey Industries (“Third Party Complaint™) in an-action demanding
confributor payment in connection with the Settlement. Sid Harvey ‘Industries moved
successfully for summary judgment. The Predecessor filed an appeal as to'the dismissal of
Predecessor’s Third Party Complaint. In 4 decision dated Décember 29, 2006, the ‘Sapetior
Court of New Jersey, Appellaté Division, reversed the dismissal of Predecéssor’s Third: Party
Complamt and remanded the matter for further proceedings .as to Predecessor s claim for
contribution. - ‘ : LT

':‘ ‘The Companyl belreves that Rhodes dlffered from’ the other lawsurts m that plamtrff
established that he contracted mesothehoma as a result of hlS occupatlonal exposure to asbestos
dust and fibers and that a predecessor of the Company was a major suppller of the asbestos
contarmng products that allegedly caused his disease. :

Indemnification . : . T

-+ John A. Hlldebrandt Paul Hildé¢brandt and the Predecessor have Jomtly and severally
agreed-to indemnify our Universal subsidiary from and against any and: all damages, liabilities
and claims due to exposure to asbestos at any time prior to the June 25, 1999 ¢losing of the
purchase agreement referred to earlier. These agreements are set forth in the purchase
agreement. -Paul Hildebrandt, one of the indemnitors, was a Director of the Company from
September 29, 2004 to January 28, 2005. : : o

& The indemnitors may use their own counsel to defend these clalms The mdemmtors are
not liable for any settlement effected without their consent. The indemnitors may settle ‘and pay
money claims without the consent of the Company There is no indemnification unless claiins
aggregate $50,000; once this trigger point is reached, indemnification is required for all claims,
including the first $50,000, .but excluding claims of less than $10, 000: The 1ndemn1ﬁcat10n
requirement survives at least until 30 days after the running of any relevant statutes \of 11m1tat10n

The obligation of thé indemnitors is joint and several, so-that the -Company:can have
recourse against any one or more of these indemnitors, whether or not any other indemnitor has
previously defaulted on its obligation to us. There are no othet. limitations to our’ rights to
indemnification. _ -

i

Insurance - Lo ' . . e _—

The assets that the Predecessor sold to us included its insurance policies and other
agreements and contracts. The policies provide coverage for liability accruing during the periods
for which premiums were paid. The Predecessor was formed in 1940. Copies of policies are
available for each year beginning in 1970 and ending with the closing under the purchase
agreement in 1999. Copies of policies for the period from 1940 to 1969 are not available.
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Insurance companies acknowledge coverage for potential asbestos claims under certain of
these policies. Insurance companies under additional policies have reserved their right to deny
coverage but have continued to defend and 1ndemmfy the Predecessor and the Company under
the contested policies.

i

There are periods during the years from 1940 to 1999 in'which our Predecessor did not
have coverage for potential asbestos claims. Subject to litigation, insurance companies may
maintain that the existence of these periods’ results in coverage for only a portion of a particular
injury that varies with the period during which there was asbestos coverage relating to the injury,
and that the balance of any settlement or judgment is to be paid by the insured. To date, no
insurance company has claimed any contribution for a gap in coverage except for a claim for
$159.64 made by one insurance company to the Predecessor in 1995. The Predecessor asserted
that it had no obllgatron to pay this amount and d1d not make any payment.

Insurance companies have to date defended us and the Predecessor, and have pald all
settlement amounts and defense-costs. Except for $159.64 referred to above, the insurance
companies have not requested any payments' from us-or from the Predecessor.

Our Universal subsidiary has not engaged in the sale of asbestos products since its
formation in 1997. Its product liability policies for all years since 1998 exclude asbestos ¢laims.
General o _ | a o - _
Regardless of indemnification and insurance coverage, we do not in any event.consider
our Company to be liable for the asbestos-based lawsuits that name us or-for any other claim that
arises as a result of actions or omissions by Predecessor companies. We expressly disclaimed the
assumption of any liabilities when we purchased the assets of the Predecessor. It is our opinion
that the existing asbestos 11t1gatron ‘will not have a material adverse effect on the Company.
Nevertheless, we could be matenally and adversely affected if we dre held liable for substantial
asbestos claims or if the Company incurs substantial legal or settlement costs. This material and
adverse effect would occur if indemnitors fail to honor their indemnification agreements and
insurance is not available either’ because’ polrcy limits are exceeded, or because insurance
companies successfully clalm hmltatlons on’ thelr habtlltles by reason of gaps in coverage or

otherwise. r el

Since we do not re gard as likely the potential payment of any asbestos-based ¢laim, we
have not accrued any balance for any period relating to asbestos claims, and wé have not
recorded any amount for asbestos claims for any perlod in any of our financial statements

Other thrggtron

The' Company is involved in other litigation incidental to the operation of its business.
The Company vigorously defends all matters'in which the Company or its subsidiaries are named
defendants and, for insurable losses, maintains significant levels of insurance to protect agamst
adverse judgments, claims or assessinents. Although the - adequacy of existing insurance
coverage or the outcome of any legal proceedings cannot be predicted with certainty, the
Company does not believe: the ultimate liability associated with any claims or litigation will have
a material impact to its financial condition or results of operations.

(e) Standby Letters of Credit

The Company has standby letters of credit in the amount of $300,000 and $100,000,
which expire on July 31, 2007 and September 1, 2007, respectively.
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17. Related Party Transactions

Universal leases a warehouse and store in Wharton, New Jersey comprising of 27,000
square feet from a company owned by Mr. Paul Hildebrandt under a lease that expires in June
2010. The Company paid Mr. Hildebrandt’s company $224,885, $215,674 and $206,097 during
the years ended December 31, 2006, 2005 and 2004, respectively.

Oscar and Jeffrey Folger acted as legal counsel for the Company through April 20, 2005.

Oscar and Jeffrey Folger acted as legal consultants for the Company from April 21, 2005 through
December 31, 2005 and each became an employee of the Company as Vice Pre31dent Chief
Legal Counsel and Assistant Vice President-Legal; respectively, on January 1, 2006. Mrs.
Folger is the wife of Oscar Folger and the mother of Jeffrey Folger. Professional fees paid to
Oscar Folger’s law firm for the years ended 2006, 2005 and 2004 were $89,826, $79,973 and
$71,115, respectively. Jeffrey Folger is an associate of Oscar Folger’s law firm. Additionally, in
2006, $12,000 was paid to each Oscar and Jeffrey Folger as part time employees of the
Company. As of December 31, 2006, there .is $3,975 in outstanding liabilities to Oscar Folger.
As of December 31, 2005, there was $2,775 in outstanding liabilities to Oscar Folger. There
were no outstanding habllmes at December 31, 2004.

Pioneer Rca]ty Holdings, LLC, a New York limited 11ab111ty company (“Ploneer”), is the
owner of the premises located at 836 Route 9, Fishkill, New York, formerly known as 2213
Route 9, Fishkill, New York that is leased to a subsidiary of the Company under a lease that
expired September 2008, subject to renewal options, and provided for a current aggregate annual
rent of $133,500. Pioneer is the landlord under the Lease pursuant to an assignment and
assumptlon agreement dated April 12, 2005. ‘

| On February 21, 2007, the Lease was further amended by -the Third Modification of
Lease Agreement to prov1de, among other things, for 25,947 square feet of the leased premises, a
net increase of 14,443 square feet, for $245,844 total aimual fixed rent, an increase of $106,740
per annum, The Third Modification of Lease Agreement commences on the date of issuance of a
certificate of occupancy for the Premises that are currently undergoing reconstruction. The term
of the lease expires on March 31, 2017, subject to two five-year renewal options.

Additionally, on February 21, 2007, Pioneer granted the Company an option (“Option”)
to purchase the Premises for (i) an exercise price equal to Pioneer’s total financial investment in
the Premises through the date of exercise and (ii) the release of Mr. Pagano (and any other
guarantors) from guaranties of mortgage loans secured by the Premises. The Option expires on
July 31, 2007. William Pagano has a 55% interest in Pioneer and each of Rita Folger and Jeffrey
Folger has an 8% interest in Pioneer Realty Partners I, LLC, which has a 40% interest in Pioneer.
Mrs. Folger is the beneficial owner of more than 5% of the outstanding shares of the Company
and 1s the wife of Oscar Folger and the mother of Jeffrey Folger. Oscar Folger and Jeffrey
Folger are the Vice President-Chief Legal Counsel and Assistant Vice President-Legal,
respectively. The Company paid Pioneer Realty Holdings, LLC $137,239 in rent during the year
ended December 31, 2006. '

See Notes 6 and 7 for additional related party transactions.
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The following table sets forth selected unaudited quarterly financial data of the Company
for the years ended December 31, 2006 and 2005:

2006

Net sales
Gross profit ' !
Net (loss) income

(Loss) income per common share:

Basi¢: ” o
Net (loss) income
Diluted:
Net (loss) income

2005

Net sales N

Gross profit
Net (loss) income

(Loss) income per common share:

Basic:

Net (loss) income
Diluted:

Net (loss) income

"QUARTER ENDED

March 31 - June 30 - -

September 30 December 31

(Dollars in thousands, except per share data)

T $14884 ° $18,156

4,587 + 5441
(423) 42
0.09) 0.07

r.
(0.09) - 0.06

$13,347 ,  $17,502,

4,253 © 5132
(199) 520
0.05) 012
(0.05) ~0.10
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| " Schedile II
[ - - ! LT V
1, i )
Colonial Commercial Corp. and Subsidiaries
Schedule of Valuation and Qualifying Accounts
o ' Additions
Balance at Chargedto  Charged to
' . Beginning  Costs and Other Balance at
Description ’, of Year. Expenses Accounts Deductions End of Year

For the year ended December 31, 2006 . -
Allowance for doubtful accounts $ 185,971 $ 191,357 $ 90,405 (a) $(255,690)(b) $212,043
For the year ended December 31, 2005 ’ .
Allowance for doubtful accounts . . $290448  $101,724 $ 69,144 (a) $(275,345)(b) §185,971
For the year ended December 31, 2004 .
Allowance for doubtful accounts % 284,829 $ 225,183 $ 14,862 (a) $(234,426)(b) $290,448
a. Comprised primarily of accounts that were préviously charged against the allowance, and have since been

collected. L ‘ o '
b.  Comprised priinarily of uncollected accounts charged against the allowance.

t
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SIGNATURES

Pursuant to the requirements of Section 13 or 15(d) of the Securities and Exchange Act of 1934,
Registrant has duly caused this Report to be.signed on its behalf by the undersigned thereunto
duly authorized. B B

COLONIAL COMMERCIAL CORP. -
(Registrant)

L |
-~ .

By: /s/ William Pagano

William Pagano,
Chief Executive Officer and Direétor; 7 . - - -
By: /s/ William Salek
William Salek,
Chief Financial Officer & Principal Aécounting Officer
Dated: March 22, 2007

Pursuant to the requirements of the Securities Exchange Act of 1934, this Report has been duly
signed below on March 22, 2007 by the following persons on behalf of the Registrant and in the
capacities indicated:

By: /s/ E. Bruce Fredrikson
E. Bruce Fredrikson, Director
By: /s/ Melissa Goldman-Williams
Melissa Goldman-Williams, Director
By: /s/ Michael Goldman
Michael Goldman, Chairman of the Board
By: /s/ Stuart H. Lubow
Stuart H. Lubow, Director
By: /s/ Ronald H. Miller
Ronald H. Miller, Director
By: /s/ William Pagano

William Pagano,

Chief Executive Officer and Director




SUBSIDIARIES OF REGISTRANT
COLONIAL COMMERCIAL CORP. AND SUBSIDIARIES

FED. LD. 11-2037182

1

EXHIBIT 21.01

Name of Subsidiary State of Incorporation I.D. Number
Universal Supply Group, Inc. New York '11-3391045
RAL Supply Group, Inc. New York 20-0207168
American/Universal Supply Inc. ~ New York - i6—,16_61494




EXHIBIT 23.01
CONSENT OF INDEPENDENT REGISTERED PUBLIC ACCOUNTING FIRM

To the Board of Directors
Colonial Commercial Corp. . | - . .

We consent to the incorperation by reference in the registration statement (No. 333-37025) on
Form S-8 of Colonial Commercial Corp. of our report dated March 22, 2007 with respect to the
consolidated balance sheet of Colonial Commercial Corp. as.of December 31, 2006, and the
related ‘consolidated staternents of operations,-stockholders' equity and cash-flows for the year
ended December 31, 2006; which report appears in the December 31, 2006 annual réport on
Form 10-K of Colonial Commercial Corp. _ Co R

o1, * - i ':,.. 1

oo T ‘ .o Lk

/s/Weiser LLP : C e en
Weiser LLP o - o '

Tty o

March 22,2007 = - : SR



EXHIBIT 31.01
CERTIFICATION
I, William Pagano, Chief Exécutive Officer of Colonial Commercial Corp., certify that: ‘

1. 1 have reviewed this Annual Report on Form 10-K of Colonial Commercial Corp. (the
“Registrant”);

2. Based on my knowledge, this Annual Report does not contain any untrue statement of a material
fact or omit to state a material fact necessary to make the statements madé; in light of the
circumstances under which such statements were made, not misleading with respect to the period
covered by, this Annual Report; ' ' -

3. Based on my knowledge, the. ﬁnancnal statements and other ﬁnanmal information included in this
. Annual Report, fairly present in all material respects the financial condition, results of operations
- .and cash flows of the Registrant as of, and for, the periods presented in this Annual Report;

4. The Registrant’s other certifying officers and I are responsible for establishing and maintaining
disclosure controls and procedures (as defined in Exchange Act Rules 13(a)-15(¢) and 15(d)-
15(e)) for the Registrant. We have:

a. designed such disclosure controls and procedures, or caused such disclosure controls and
procedures to be designed under our supervision, to ensure that material information
relating to the Registrant, including its consolidated subsidiaries, is made known to us by
others within those entities, particularly during the period in which this Annual Report is
being prepared;

b. evaluated the effectiveness of the Registrant’s disclosure controls and procedures and
presented in this Annual Report our conclusions about the effectiveness of the disclosure
controls and procedures, as of the end of the period covered by this report based on such
evaluation; and

c. disclosed in this Annual Report any change in the Registrant’s internal control over
financial reporting that occurred during the Registrant’s fourth fiscal quarter that has
materially affected, or is reasonably likely to materially affect, the Registrant’s internal
control over financial reporting; and

5. The Registrant’s other certifying officer and [ have disclosed, based on our most recent
evaluation of internal control over financial reporting, to the Registrant’s auditors and the audit
committee of the Registrant’s Board of Directors (or persons performing the equivalent
functions):

a. all significant deficiencies and material weaknesses in the design or operation of internal
control over financial reporting which are reasonably likely to adversely affect the
Registrant’s ability to record, process, summarize and report financial information; and

b. any fraud, whether or not material, that involves management or other employees who
have a significant role in the Registrant’s internal control over financial reporting.

Date: March 22, 2007
/s/ William Pagano

William Pagano
Chief Executive Officer




EXHIBIT 31.02

CERTIFICATION
I, William Salek, Chief Financial Officer of Colonial Commercial Corp., certify that:

1.

I have reviewed this Annual Report on Form 10-K of Colonial Commercial Corp. (the
“Registrant”);

Based on my knowledge this Annual Report does not contain any untrue statement of a matenal
fact or omit to state a material fact necessary to make the statements made, in llght of the

* circumstances under which such statements were made, not rmsleadmg with respect to the penod

¢overéd by this Annual Report;

+

Based on my knowledge, the financial statements, and other fmanc1al mformatlon mcluded in thls
Annual Report, fairly present in all material respects-the financial condition, results of operations
and cash flows of the Registrant as of, and for;"the periods presented in this Annual Report;

The Registrant’s other centifying officers and I are responsible for establishing and maintaining
disclosure controls- and -procedures (as defined in Exchange Act Rules 13(a)-15(e) and 15(d)-
15(e)) for the Registrant. We have:

a. designed such disclosure controls and procedures or caused such disclosure controls and
procedures to be designed under our supervision, to ensure that matérial information
relating to the Registrant, including its consolidated subsidiaries, is, made known to us by
others within those entities, particularly during the penod in whlch this Annual Report is
being prepared; S '

b. evaluated the effectiveness of the Registrant’s disclosure controls and ‘procedures and
presented in this Annual Report our conclusions about the effectiveness of the disclosure
controls and procedures, as of the end of the period covered by this report based on such
evaluation; and

c. disclosed in this Annual Report any change in the Registrant’s internal control over
financial reporting that occurred during the Registrant’s fourth fiscal quarter that has
materially affected, or is reasonably likely to materially affect, the Registrant’s internal
control over financial reporting; and

The Registrant’s other certifying officer and I have disclosed, based on our most recent
evaluation of internal control over financial reporting, to the Registrant’s auditors and the audit -
committee of the Registrant’s Board of Directors (or persons performing the equivalent
functions):

a. all significant deficiencies and material weaknesses in the design or operation of internal
control over financial reporting which are reasonably likely to adversely affect the
Registrant’s ability to record, process, summarize and report financial information; and

b. any fraud, whether or not material, that involves management or other employees who
have a significant role in the Registrant’s internal control over financial reporting.

Date: March 22, 2007
/s/ Wilhiam Salek

William Salek
Chief Financial Officer



EXHIBIT 32.01

* - CERTIFICATION PURSUANT TO
b SECTION 906 OF THE SARBANES-OXLEY ACT OF 2002

In connection with the Annual Report on Form 10-K of Colonial Commercial Corp. (the
“Company“) for the fiscal year ended December 31, 2006 as filed with the Securities and
.Exchange Commission on the date hereof (the “Report”), I, William Pagano, Chief Executive
Officer of the Company, ccrtlfy pursuant to section 18 U.S. C. 1350 as adopted pursuant to
sectlon 906 of the Sarbanes-Oxley Act of 2002, that:

.. ‘The Report fully complies with the requirements of sectlon 13(a) or lS(d) of the
Securities Exchange Act of 1934; and .

«- *. 2 The information contained in the Report fairly presents, in all material respects,
B the financial condition and results of operations of the Company.

By: /s/ William Pagano
Name Wilham Pagano _

" Chief Executlve Ofﬁcer
‘Date: Marqh 22, 2007




EXHIBIT 32.02

CERTIFICATION PURSUANT TO
SECTION 906 OF THE SARBANES-OXLEY ACT OF 2002

In connection with the Annual Report on Form 10-K of Colonial Commercial Corp. (the
“Company”) for the fiscal year ended December 31, 2006 as filed with the Securities and
Exchange Commission cn the date hereof (the “Report”), I, William Salek, Chief Financial
Officer of the-Company, certify, pursuant to section 18 U.S: C. 1350 as adopted pursuant to
section 906 of the Sarbanes-Oxley Act of 2002, that: '

1. The Report fully comphes w1th the requtrements of sectlon 13(a) or 15(d) of the
Securities I:xchange Act of 1934 and

2. ;The information contamcd in the Report falrly presents in all material respects,
the ﬁnancml condition and results of operations of the Company.

By: /s/ William Salek _

Name: William Salek .
. Chief Financial Officer -

Date: March 22, 2007 '




INFORMATION NOT INCLUDED IN THE 2006 FORM 10-K

Effective as of April 18 2007, the Company dismissed Weiser, LLP (“Weiser™)
as the Company’s certified public accountants. Additionally, effective as. of April 18,
2007, the Company engaged Eisner LLP (“Elsner ) .as the Companys principal
accountants to audit the Company's financial statements for the year ended December 31,
2007, subject to ratification of this appointment-by the stockholders of the: Company.
The Company’s decision to dismiss Weiser and engage Eisner was recommended by the
Company's Audit Committee and approved by the Company's Board of Directors.

Weiser reported on the Company’s consolidated financial statements for the years
ending December 31, 2006 and 2005. For these periods and up to April 18, 2007, there
were no disagreements with Weiser on any matter of accounting principle or practices,
financial statement disclosure, or auditing scope or procedure, which disagreement(s), if
not resolved to the satisfaction of Weiser, would have caused it to make reference thereto
in its report on the financial statements for such years.

The reports of Weiser on the financial statements of the Company for the fiscal
years ended December 31, 2006 and 2005 did not contain -any adverse opinion or
disclaimer of opinion and were not qualified or modified as to uncertainty, audit scope or
accounting principles.

During the years ended December 31, 2006 and 2005, and through the subsequent
interim period preceding the decision to change independent accountants, neither the
Company nor anyone acting on its behalf consulted Eisner regarding either the
application of accounting principles as to a specified completed or proposed transaction,
the type of audit opinion that might be rendered on the Company's consolidated financial
statements, or other information provided that was considered by the Company in
reaching a decision as to an accounting, auditing, or financial reporting issue. Eisner has
not provided to the Company a written report or oral advice regarding such principles or
audit opinion.

During the years ended December 31, 2006 and 20035, and through the subsequent
interim period preceding the decision to change independent accountants, there were no
reportable events as defined by Item 304(a)(1)(v) of Regulation S-K.
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without charge, upon written request to:

Secretary

Colonial Commercial Corp.
275 Wagaraw Road
Hawthorne, NJ 07306

INTERNET SITE

The company’s site www.colonialcomm.com
offers information about the Company,
including Form 10-K, recent quarterly results
and news releases.
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